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PATENT AND TRADEMARK OFFICE
GOVERNMENT CORPORATION

THURSDAY, SEPTEMBER 14, 1995

House of Representatives,
Subcommittee on Courts and

Intellectual Property,
Committee on the Judiciary,

Washington, DC.
The subcommittee met, pursuant to notice, at 10 a.m., in room

2237, Raybum House Office Building, Hon. Carlos J. Moorhead
(chairman of the subcommittee) presidmg.

Present: Representatives Carlos J. Moorhead, Bob Goodlatte,
Sonny Bono, Martin R. Hoke, Patricia Schroeder, Howard L.

Berman, and Xavier Becerra.
Also present: Thomas E. Mooney, chief counsel; Mitch Glazier,

assistant coimsel; Veronica Eligan, secretary; and Betty Wheeler,
minority counsel.

OPENING STATEMENT OF CHAIRMAN MOORHEAD
Mr. Moorhead. The Subcommittee on Courts and Intellectual

Property will come to order. Today the subcommittee is holding the
first of 2 days of hearings on H.R. 1659, the Patent and Trademark
Office Corporation Act of 1995, H.R. 1756, the Commerce Depart-
ment Dismantling Act, and on the Patent and Trademark Corpora-
tion Act of 1995, which we plan to introduce by request on behalf
of the administration.
The thrust of these bills is to enable the U.S. Patent and Trade-

mark Office to improve the services it provides to the public. I am
pleased to have as an original cosponsor of H.R. 1659 the ranking
member of this subcommittee, Mrs. Schroeder. Our legislation will

convert the Patent and Trademark Office to a freestanding Govern-
ment Corporation, giving it the operating and financial flexibility

it lacks today as a bureau in the Department of Commerce. This
added flexibility will allow the PTO to operate more like a business
and provide better service to its customers at a lower cost.

The PTO is a perfect candidate for conversion to a Government
Corporation because it does not use any general tax revenues to

support its operations. Its entire operational costs come from the
sale of products and services to inventors, companies, and other
customers. The legislation before us would allow the Commissioner
of Patents and Trademarks to head the Government Corporation in

a businesslike manner while providing necessary congressional and
independent oversight. H.R. 1659 establishes a Management Advi-
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sory Committee that will afford users a voice in how the PTO is

operated.
The fiscal year budget resolution assumes the elimination of the

Department of Commerce, which could have a substantial impact
on the future of the Patent and Trademark Office. H.R. 1756, the
Department of Commerce Dismantling Act, as originally intro-

duced, transfers the PTO to the Department of Justice. I have re-

ceived a letter from Representative Chrysler, the author of the bill,

asserting that he is in support of replacmg that provision of the bill

with language providing that the PTO become an independent Gov-
ernment Corporation as it is reported out by the subcommittee.

It is important that this subcommittee act to protect the oper-
ations of the PTO and to provide the flexibility necessary to better

serve its users and the public. To that end, H.R. 1659 provides spe-
cific authority for the PTO to purchase, lease, construct and man-
age property, the power to award contracts for facilities, services

and printing, the power to use its revenues without apportionment
by the Office of Management and Budget, the power to invest and
earn interest on its money, and the power to issue bonds to finance
its activities. These provisions will allow the PTO to pursue expen-
sive automation activities without placing those costs exclusively

on the backs of our country's innovators.

Our bill would further eliminate the practice of withholding sev-

eral million dollars from the PTO each year that users have paid
into the patent surcharge fund. It gives the PTO access to all its

revenues.
Officers and employees of today's PTO would continue to be em-

ployees of the PTO Corporation and the Federal Government.
If this legislation is to achieve its objectives, it must be crafted

very carefully, to ensure the necessary checks and balances. A
great public interest is involved—this Office is the only place the

public can go to obtain a patent or register a trademark. Because
the PTO is not subject to the performance pressure that arises out
of corporate competition, the bills considered today do not "pri-

vatize" the PTO by giving it all the freedom to become a private

company. It would continue to be a part of the Federal Government
under the direction and oversight of the President and the Con-
gress. However, the added flexibility on the bill should improve the
PTO's efficiency and responsiveness to the public. I look forward to

working with all interested parties as we move this legislation

through the Congress.
[The bills, H.R. 1659 and H.R. 1756, follow:]



104th congress
1st Session H. R. 1659
To amend titlt 35, United States Code, to establish the Patent and

Trademark Office as a Government corporation, and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

May 17, 1995

ilr. MOORHELVD (for himself and Mrs. SCHROEDER) introduced tlie following

bill; which was referred to the Committee on the Judiciarj'

A BILL
To amend title 35, United States Code, to establish the

Patent and Trademark Office as a Government corpora-

tion, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States ofAmerica in Congress assembled,

3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the "Patent and Trademark

5 Office Corporation Act of 1995".



2

1 TITLE I—PATENT AND
2 TRADEMARK OFFICE
3 SEC. 101. ESTABUSHMENT OF PATENT AND TRADEMARK

4 OFFICE AS A CORPORATION.

5 Section 1 of title 35, United States Code, is amended

6 to read as follows:

7 *"§ 1. Establishment

8 "(a) EST^VBLISILMENT.—The Patent and Trademark

9 Office is established as a wholly owned Government cor-

10 poration subject to chapter 91 of title 31, except as other-

1

1

^ise provided in this title.

12 "(b) Offices.—The Patent and Trademark Office

13 shall maintain an office in the District of Columbia, or

14 the metropolitan area thereof, for the service of process

15 and papers and shall be deemed, for purposes of venue

16 in civil actions, to be a resident of the District of Colum-

17 bia. The Patent and Trademark Office may establish of-

18 fices in such other places as it considers necessary or ap-

19 propriate in the conduct of its business.

20 "(c) Reference.—For purposes of this title, the

21 Patent and Trademark Office shall also be referred to as

22 the 'Office'.".

23 SEC. 102. powers and duties.

24 Section 2 of title 35, United States C-ode, is amended

25 to read as follows:

•HR 1669 IH
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3

1 **§ 2. Powers and Duties

2 "(a) In General.—The Patent and Trademark Of-

3 fice shall be responsible for-—

4 "(1) the |;''anting and issuing of patents and

5 the registration of trademarks;

6 "(2) conducting studies, programs, or ex-

7 changes of items or services regarding domestic and

8 international patent and trademark law or the ad-

9 ministration of the Office, including programs to

10 recognize, identify, assess, and forecast the tech-

1

1

nology of patented inventions and their utility to in-

12 dustry;

13 "(3) authorizing or conducting studies and pro-

14 grams cooperatively with foreign patent and trade-

15 mark offices and international organizations, in con-

16 nection with the granting and issuing of patents and

17 the registration of trademarks; and

18 "(4) disseminating to the public information

19 with respect to patents and trademarks.

20 "(b) Spectfic Powers.—The Office—

21 "(1) shall have perpetual succession;

22 "(2) shall adopt and use a corporate seal, which

23 shall be judicially noticed and with which letters pat-

24 ent, certificates of trademark registrations, and pa-

25 pers issued by the Office shall be authenticated;

•HR 1659 IH
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4

1 "(3) may sue and be sued in its corporate name

2 and be represented by its own attorneys in all judi-

3 eial and administrative proceedings;

4 "(4) may indemnify the Commissioner of Pat-

5 ents and Trademarks, and other officers, attorney's,

6 agents, and employees (including members of the

7 Management Advisory- Board established in section

8 5), of the Office for liabilities and expenses incun-ed

9 ^vithin the scope of their employment;

10 "(5) may adopt, amend, and repeal bylaws,

11 rules, and regulations, governing the manner in

12 which its business Avill be conducted and the powers

13 granted to it by law will be exercised, ^^^thout regard

14 to chapter 35 of title 44;

15 "(6) may acquire, construct, purchase, lease,

16 hold, manage, operate, improve, alter, and renovate

17 any real, personal, or mixed property, or any interest

18 therein, as it considers necessary' to carrj' out its

19 functions, \vithout regard to the pro\isions of the

20 Federal Property and Administrative Services Act of

21 1949;

22 "(7)(A) may make such purchases, contracts

23 for the construction, maintenance, or management

24 and operation of facilities, and contracts for supplies

25 or services, after advertising, in such manner and at

•HR 1689 IH
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5

1 such times sufficiently in advance of opening bids, as

2 the Office determines is adequate to ensure notice

3 and an opportunity for competition, except that ad-

4 vertising shall not be required when the Office deter-

5 mines that the making of any such purchase or con-

6 tract without advertising is necessary, or that adver-

7 tising is not reasonably practicable;

8 "(B) may enter into and perform such pur-

9 chases and contracts for printing services, including

10 the process of composition, platemaking, presswork,

11 silk screen processes, binding, microform, and the

12 products of such processes, as it considers necessary

13 to carry out the functions of the Office, without re-

14 gard to sections 501 through 517 and 1101 through

15 1123 of title 44; and

16 "(C) may enter into and perform such other

17 contracts, leases, cooperative agreements, or other

18 transactions with international, foreign, and domes-

19 tic public agencies and private organizations, and

20 persons as is necessary in the conduct of its business

21 and on such terms as it considers appropriate;

22 "(8) may use, with their consent, services,

23 equipment, personnel, and facilities of other depart-

24 ments, agencies, and instrumentalities of the Fed-

25 eral Government, on a reimbursable basis, and to co-

•HR 16S9 ra
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6

1 operate with such other departments, agencies, and

2 instrumentalities in the estabhshment and use of

3 services, equipment, and facihties of the Office;

4 "(9) may obtain from the Administrator of

5 General Services such services as the Administrator

6 is authorized to provide to other ag:encies of the

7 United States, on the same basis as those services

8 are provided to other agencies of the United States;

9 "(10) may use, with the consent of the agency,

10 government, or international organization concerned,

1

1

the services, records, facilities, or personnel of any

12 State or local government agency or instrumentality

13 or foreign government or international organization

14 to perform functions on its behalf;

15 "(11) maj^ determine the character of and the

16 necessity for its obligations and exj^enditures and

17 the manner in which they shall be incurred, allowed,

18 and paid, subject to the provisions of this title and

19 the Act of July 5, 1946 (commonly referred to as

20 the 'Trademark Act of 1946');

21 "(12) may retain and use all of its revenues

22 and receipts, including revenues from the sale, lease,

23 or disposal of any real, personal, or mixed property,

24 or any interest therein, of the Office, in carninp- out

25 the functions of the Office, including for research

•HR 1659 IH
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7

1 and development and capital investment, without ap-

2 portionment under the provisions of subchapter II of

3 chapter 15 of title 31;

4 "(13) shall have the priority of the United

- 5 States with respect to the payment of debts from

6 bankrupt, insolvent, and decedents' estates;

7 "(14) may accept monetary gifts or donations

8 of services, or of real, personal, or mixed property,

9 in order to carry out the functions of the Office;

10 "(15) may execute, in accordance with its by-

11 laws, rules, and regulations, all instruments nec-

12 essaiy and appropriate in the exercise of any of its

13 powers;

14 "(16) may provide for liability insurance and

15 insurance against any loss in connection with its

16 property, other assets, or operations either by con-

1

7

tract or by self-insurance; and

18 "(17) shall pay any settlement or judgment en-

19 tered against it from the funds of the Office and not

20 from amounts available under section 1304 of title

21 31.".

22 SEC. 103. ORGANIZATION AND MANAGEMENT.

23 Section 3 of title 35, United States Code, is amended

24 to read as follows:

•HR 1659 IH
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8

1 "§ 3. Officers and employees

2 "(a) Commissioner.—
3 "(1) In GENEK.VL.—The management of the

4 Patent and Trademark Office shall be vested in

5 Commissioner of Patents and Trademarks (hereafter

6 in this title referred to as the 'Commissioner'), who

7 shall be a citizen of the United States and who shall

8 be appointed by the President, by and %\ith the ad-

9 \ice and consent of the Senate. The Commissioner

10 shall be a person who, by reason of professional

1

1

background and experience in patent and trademark

12 law, is especially qualified to manage the Office.

13 "(2) Duties.—

14 "(A) In general.—The Commissioner

15 shall be responsible for the management and di-

16 rection of the Office, including the issuance of

17 patents and the registration of trademarks.

18 "(B) Advising the preside.nt.—The

19 Commissioner shall advise the President of all

20 activities of the Patent and Trademark Office

21 undertaken in response to obligations of the

22 United States under treaties and executive

23 agreements, or which relate to cooperative pro-

24 grams vvith those authorities of foreign govem-

25 ments that are responsible for gi*anting patents

26 or regi.stering trademarks. The Commissioner

•HR leSA IH
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9

1 shall also recommend to the President changes

2 in law or policy which may improve the ability

3 of U.S. citizens to secure and enforce patent

4 rights or trademark rights in the United States

5 or in foreign countries.

6 "(C) Consulting with the manage-

7 MENT ADVISORY BOARD.—The Commissioner

8 shall consult with the Management Advisory

9 Board established in section 5 on a regular

10 basis on matters relating to the operation of the

1

1

Patent and Trademark Office, and shall consult

12 with the Board before submitting budgetary

13 proposals to the Office of Management and

14 Budget or changing or proposing to change pat-

15 ent or trademark user fees or patent or trade-

16 mark regulations.

17 "(3) Term.—The Commissioner shall serve a

18 term of six years, and may continue to serve until

19 a successor is appointed and assumes office. The

20 Commissioner may be reappointed to subsequent

21 terms.

22 "(4) Oath.—The Commissioner shall, before

23 taking office, take an oath to discharge faithfully the

24 duties of the Office.



12

10

1 "(5) COMPEX&fVTiox.—The Commissioner shall

2 receive compensation at the rate of pay in effect for

3 Level II of the Executive Schedule under section

4 5313 of title 5.

5 "(6) Remov^Uj.—The Commissioner may be re-

6 moved from office by the President only for cause.

7 "(7) Designee op commissioner.—The Com-

8 missioner shall designate an officer of the Office who

9 shall be vested Avith the authority to act in the ca-

10 pacity of the Commissioner in the event of the ab-

1

1

sence or incapacity of the Commissioner.

12 "(b) Officers and Employees of the Office.—
13 "(1) Deputy commissioners.—The Commis-

14 sioner shall appoint a Deputy Commissioner for Pat-

15 ents and a Deputy Commissioner for Trademarks

16 for terms that shall expire on the date on which the

17 Commissioner's term expires. The Deputy Commis-

18 sioner for Patents shall be a person with dem-

19 onstrated experience in patent law and the Deputy

20 Commissioner for Trademarks shall be a person with

21 demonstrated exi)erienee in trademark law. The

22 Deputy Commissioner for Patents and the Deputy

23 Commissioner for Trademarks shall be the principal

24 policy ad\isors to the Commis.sioner on all aspects of

25 the acti\ities of the Office that affect the adminis-

•HR 1669 IH
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1 tration of patent and trademark operations, respee-

2 tively.

3 "(2) Other officers and employees.—The

4 Commissioner shall

—

.. 5 "(A) appoint an Inspector General and

6 such other officers, employees (including attor-

7 neys), and agents of the Office as the Commis-

8 sioner considers necessary to carry out its func-

9 tions;

10 "(B) fix the compensation of such officers

1

1

and employees in accordance with the policy set

12 forth in section 5301 of title 5, including com-

13 pensation based on performance; and

14 "(C) define the authority and duties of

15 such officers and employees and delegate to

16 them such of the powers vested in the Office as

17 the Commissioner may determine.

18 The Office shall not be subject to any administratively or

19 statutorily imposed Umitation on positions or personnel,

20 and no positions or personnel of the Office shall be taken

21 into account for purposes of applying any such limitation,

22 except to the extent otherwise specifically pro\ided by stat-

23 ute \vith respect to the Office.

24 "(c) Limits ox Compensation.—Except as other-

25 wise provided in this title or any other pro\ision of law,

•HR 1659 IH
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1 the basic pay of an officer or employee of the Office for

2 any calendar year may not exceed the annual rate of basic

3 pay in effect for level III of the Executive Schedule under

4 section 5314 of title 5. The Commissioner shall by regula-

5 tion establish a limitation on the total compensation pay-

6 able to officers or employees of the Office, consistent \\ith

7 the limitation under section 5307 of title 5.

8 "(d) Applicability of Title 5 Geneilvlly.—Ex-

9 cept as other\vise pro\ided in this section, officers and em-

10 ployees of the Office shall be subject to the provisions of

1

1

title 5 relating to Federal employees.

12 "(e) Title 5 Exclusions.—The following provi-

1

3

sions of title 5 shall not apply to the Office or its officers

14 and employees:

15 "(1) Chapter 31 (relating to authority for em-

16 ployment).

17 "(2) Chapter 33 (relating to examination, selec-

18 tion, and placement), except that the provisions re-

19 lating to a preference eligible shall apply to the Of-

20 fice and its employees.

21 "(3) Chapter 35 (relating to retention pref-

22 erence, restoration, and reemployment).

23 "(4) Chapter 43 (relating to performance ap-

24 praisal).

25 "(5) Chapter 45 (relating to incentive awards).

•HR 1659 IH
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1 "(6) Chapter 51 (relating to classification).

2 "(7) Subchapter III of chapter 53 (relating to

3 General Schedule pay rates).

4 '

"(f) Provisions of Title 5 Relating to Certain

5 Benefits.—Officers and employees of the Office shall re-

6 main subject to chapters 83 (relating to the Civil Sendee

7 Retirement System), 84 (relating to the Federal Employ-

8 ees' Retirement System), 87 (relating to life insurance),

9 and 89 (relating to health insurance) of title 5, except that

10 the Office may, with respect to officers and employees of

1

1

the Office, by regulation

—

12 "(1) provide for benefits to supplement the ben-

13 efits otherwise provided under such chapter 83 Br

14 84, as the case may be; or

15 "(2) change the benefits provided under such

16 chapter 87 or 89, so long as the changes do not re-

17 suit in benefits under either chapter becoming, on

18 the whole, less favorable than the benefits which

19 would then otherwise be available under such chap-

20 ter had such changes not been made.

21 "(g) Labor-Management Relations.—Chapter 71

22 of title 5 (relating to labor-management relations) shall

23 apply with respect to the Office and its employees, except

24 that—

•HR 16S9 IH
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1 "(1) the Office shall not bargain over the estab-

2 lishment, implementation, amendment, or repeal

3 of—

4 "(A) any system of c' ossification of em-

5 ployees;

6 "(B) any compensation system, including

7 wages and compensation based on pei-formance,

8 and contributions of the Office to the retire-

9 ment and benefits progi-ams; or

10 "(C) any system to determine qualifica-

1

1

tions and procedures for emplo.Muent; and

12 "(2) in any other matter, the Office may nego-

13 tiate only wth respect to

—

14 "(A) procedures which management offi-

15 cials of the Office obser\'e in exercising any au-

16 thority under section 7106 of title 5; and

17 "(B) appropriate arrangements for employ-

1

8

ees adversely affected by the exercise of any au-

19 thority under section 7106 of title 5.

20 "(h) CiVRRYOVER OF PeRSOXXEL.—
21 "(1) To THE OFFICE.—Effective as of the ef-

22 fective date of the Patent and Trademark Office

23 Corporation Act of 1995, all officers and employees

24 of the Patent and Trademark Office on the da^- be-

•HR 1659 IH
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1 fore such effective date shall become officers and

2 employees of the Office, \\ithout a break in service.

3 "(2) 1-YEAR PROTECTIONS.—No individual who

4 so becomes an officer or employee of the Office shall,

.5 for a period of 1 year after the effective date de-

6 scribed in paragraph (1), be subject to separation or

7 to any reduction in compensation as a consequence

8 of the establishment of the Office as a Government

9 corporation.

10 "(3) Accumulated leave.—The amount of

11 sick and annual leave and compensatory time accu-

12 mulated under title 5 before the effective date de-

13 scribed in paragraph (1), by officers or employees of

14 the Patent and Trademark Office who so become of-

15 ficers or employees of the Office, are obligations of

16 the Office.

17 "(4) Continuation in office of certain

18 OFFICERS.—(A) The individual serving as the Com-

19 missioner of Patents and Trademarks on the day be-

20 fore the effective date of the Patent and Trademark

21 Office Corporation Act of 1995 may serve as the

22 Commissioner for a period of 1 year beginning on

23 such effective date or, if earlier, until a Commis-

24 sioner has been appointed under subsection (a).
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1 "(B) The individual serving as the Assistant

2 Commissioner for Patents on the day before the ef-

3 fective date of the Patent and Trademark Office

4 Corporation Act of 1995 may serve as th<^ Deputy

5 Commissioner for Patents for a period of 1 year be-

6 ginning on such effective date or, if eariier, until a

7 Deputy Commissioner for Patents has been ap-

8 pointed under subsection (b).

9 "(C) The indi\ndual serving as the Assistant

10 Commissioner for Trademarks on the day before the

11 effective date of the Patent and Trademark Office

12 Corporation Act of 1995 may sen'e as the Deputy

13 Commissioner for Trademarks for a period of 1 year

14 be^nning on such effective date or, if earlier, until

15 a Deputy Commissioner for Trademarks has been

16 appointed under subsection (b).

17 "(i) Competitive Status.—For purposes of ap-

18 pointment to a position in the competitive service for

19 which an officer or employee of the Office is qualified,

20 such officer or employee shall

—

21 "(1) not forfeit any competitive status, acquired

22 by such officer or employee before the effective date

23 of the Patent and Trademark Office Corporation Act

24 of 1995, by reason of becoming an officer or em-

25 ployee of the Office pursuant to subsection (h)(1); or
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1 "(2) if not covered by paragraph (1), acquire

2 competitive status after completing at least 1 year of

3 continuous service under a nontemporary appoint-

4 ment to a position within the Office (taking into ac-

5 count such service, performed before the effective

6 date described in paragraph (1), as may be appro-

7 priate).

8 "(j) Savings Provisions.—^All orders, determina-

9 tions, rules, and regulations regarding compensation and

10 benefits and other terms and conditions of employment,

11 in effect for the Office and its officers and employees im-

12 mediately before the effective date of the Patent and

13 Trademark Office Corporation Act of 1995, shall continue

14 in effect with respect to the Office and its officers and

15 employees until modified, superseded, or set aside by the

16 Office or a court of appropriate jurisdiction or by oper-

17 ation of law.".

18 SEC. 104. MANAGEMENT ADVISORY BOARD.

19 Chapter 1 of part I of title 35, United States Code,

20 is amended by inserting after section 4 the following:

21 ''§5. Patent and Trademark Office Management Advi-

22 sory Board

23 "(a) Compensation.—
24 "(1) Appointment.—The Patent and Trade-

25 mark Office shall have a Management Advisory
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1 Board (hereafter in this title referred to as the

2 'Board') of 18 members, 6 of whom shall be ap-

3 pointed by the President, 6 of whom shall be ap-

4 pointed by the Speaker of the House of Representa-

5 tives, and 6 of whom shall be appointed by the

6 President pro tempore of the Senate. Not more than

7 4 of the 6 members appointed by each appointing

8 authority shall be members of the same political

9 party.

10 "(2) Terms.—Members of the Board shall be

1

1

appointed for a term of 6 years each, except that of

12 the members first appointed by each appointing au-

13 thority, 1 shall be for a term of 1 year, 1 shall be

14 for a term of 2 years, 1 shall be for a term of 3

15 years, 1 shall be for a term of 4 years, and 1 shall

16 be for a term of 5 years. No member may serve

17 more than 1 term.

18 "(3) Chair.—The President shall designate the

19 chair of the Board, whose term as chair shall be for

20 3 years.

21 "(4) Timing of appointments.-—Initial ap-

22 pointments to the Board shall be made ^vithin 3

23 months after the effective date of the Patent and

24 Trademark Office Corporation Act of 1995, and va-
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1 cancies shall be filled within 3 months after they

2 occur.

3 "(5) Vacancies.—^Vacancies shall be filled in

4 the manner in whicl; the original appointment was

5 made under this subsection. Members appointed to

6 fill a vacancy occurring before the expiration of the

7 term for which the member's predecessor was ap-

8 pointed shall be appointed only for the remainder of

9 that term. A member may serve after the expiration

10 of that member's term until a successor is ap-

1

1

pointed.

12 "(b) Basis for Appointments.—Members of the

13 Board shall be citizens of the United States who shall be

14 chosen so as to represent the interests of diverse users

15 of the Patent and Trademark Office, and shall include in-

16 dividuals with substantial background and achievement in

17 corporate finance and management.

18 "(c) Applicability op Certain Ethics Laws.—
19 Members of the Board shall be special Grovemment em-

20 ployees within the meaning of section 202 of title 18.

21 "(d) Meetings.—The Board shall meet at the call

22 of the chair to consider an agenda set by the chair.

23 "(e) Duties.—The Board shall—

24 "(1) review the pohcies, goals, performance,

25 budget, and user fees of the Patent and Trademark
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1 Office, and advise the Commissioner on these mat-

2 ters; and

3 "(2) \vithin 60 days after the end of each fiscal

4 year, prepare an annual report on the matters re-

5 ferred to in paragraph (1), transmit the report to

6 the FYesident and the Committees on the Judiciary

7 of the Senate and the House of Representatives, and

8 publish the report in the Patent and Trademark Of-

9 fiee Official Gazette.

10 "(f) Staff.—The Board shall employ a staff and

1

1

procure support services for the staff adequate to enable

12 the Board to carry out its functions, using funds available

13 to the Commissioner under section 42 of this title. Persons

14 employed by the Board shall receive compensation as de-

15 termined by the Board, serve in accordance with terms

16 and conditions of employment established by the Board,

17 and be subject solely to the direction of the Board, not-

1

8

withstanding any other provision of law.

19 "(g) Compensation.—Members of the Board may

20 accept reimbursement for expenses incurred in attending

21 meetings of the Board and compensation not to exceed

22 $1000 per day for each day in attendance at meetings of

23 the Board.

24 "(h) Access to Information.—^Members of the

25 Board shall be provided access to records and information
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1 in the Patent and Trademark Office, except for personnel

2 or other privileged information and information concem-

3 ing patent applications required to be kept in confidence

4 by section 122 of this title.

5 "(i) Applicability op Federal Advisory Com-

6 MITTEE Act.—The provisions of the Federal Advisory

7 Committee Act (5 U.S.C. App.) shall not apply to meet-

8 ings of the Board, but all meetings of the Board shall be

9 announced in the Federal Register at least 30 days in ad-

10 vance and all meetings shall be open to the public unless

1

1

closed by the Board for good cause.".

12 SEC. 105. INDEPENDENCE FROM DEPARTMENT OF COM-

13 MERCE.

14 Section 6 of title 35, United States Code, is amend-

15 ed—

16 (1) by striking ", under the direction of the

17 Secretary of Commerce," each place it appears; and

18 (2) by striking ", subject to the approval of the

19 Secretary of Commerce,".

20 SEC. 106. TRADEMARK TRIAL AND APPEAL BOARD.

21 Section 17 of the Act of July 5, 1946 (commonly re-

22 ferred to as the "Trademark Act of 1946") (15 U.S.C.

23 1067) is amended to read as follows:

24 "Sec. 17. (a) In every case of interference, opposition

25 to registration, application to register as a lawful concur-
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1 rent user, or application to cancel the registration of a

2 mark, the Commissioner shall give notice to all parties and

3 shall direct a Trademark Trial and Appeal Board to deter-

4 mint and decide the respective rights of registration.

5 "(b) The Trademark Trial and Appeal Board shall

6 include the Commissioner, the Deputy Commissioner for

7 Patents, the Deputy Commissioner for Trademarks, and

8 members competent in trademark law who are appointed

9 by the Commissioner.".

10 SEC. 107. BOARD OF PATENT APPEALS AND INTERr

1

1

FERENCES.

12 Section 7 of title 35, United States Code, is amended

13 to read as follows:

14 **§ 7. Board of Patent Appeals and Interferences

15 "(a) Establishment and Composition.—There

16 shall be in the Patent and Trademark Corporation a

17 Board of Patent Appeals and Interferences. The Commis-

18 sioner, the Deputy Commissioner for Patents, the Deputy

19 Commissioner for Trademarks, the officer principally re-

20 sponsible for the examination of patents, the officer prin-

21 cipally responsible for the examination of trademarks, and

22 the examiners-in-chief shall constitute the Board. The ex-

23 aminers-in-chief shall be persons of competent legal knowl-

24 edge and scientific ability.
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1 "(b) Duties.—The Board of Patent Appeals and

2 Interferences shall, on written appeal of an appUcant, re-

3 view adverse decisions of examiners upon applications for

4 patents and shall determine priority and patentabiUty of

5 invention in interferences declared under section 135(a)

6 of this title. Each appeal and interference shall be heard

7 by at least 3 members of the Board, who shall be des-

8 ignated by the Commissioner. Only the Board of Patent

9 Appeals and Interferences may grant rehearings.".

10 SEC. 108. SUITS BY AND AGAINST THE CORPORATION.

11 Chapter 1 of part I of title 35, United States Code,

12 is amended

—

13 (1) by redesignating sections 8 through 14 as

14 sections 9 through 15; and

15 (2) by inserting after section 7 the following

16 new section:

17 **§ 8. Suits by and against the Corporation

18 "(a) In General.—
19 "(1) Actions under united states law.—
20 Any civil action, suit, or proceeding to which the

21 Patent and Trademark Office is a party is deemed

22 to arise under the laws of the United States. Exclu-

23 sive jurisdiction over all civil actions by or against

24 the Office is in the Federal courts as provided by

25 law.
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1 "(2) Contract claims.—^Any action, suit, or

2 proceeding against the Office founded upon contract

3 shall be subject to the limitations and exclusive rem-

4 edy provided in section 1346(a)(2) and sections

5 1491 through 1509 of title 28, whether or not such

6 contract claims are cognizable under the sections

7 507, 1346, 1402, 1491, 1496, 1497, 1501, 1503,

8 2071, 2072, 2411, 2501, 2512 of title 28). For pur-

9 poses of the Contract Disputes Act of 1978 (41

10 U.S.C. 601 and following), the Commissioner shall

11 be deemed to be the agency head with respect to

12 contract claims arising with respect to the Office.

13 "(3) Tort claims.—^Any action, suit, or pro-

14 ceeding against the Office founded upon tort shall be

15 subject to the limitations and exclusive remedies pro-

16 vided in section 1346(b) and sections 2671 through

17 2680 of title 28, whether or not such tort claims are

18 cognizable under section 1346(b) of title 28.

19 "(4) Prohibition on attachment, liens,

20 ETC.—No attachment, garnishment, lien, or similar

21 process, intermediate or final, in law or equity, may

22 be issued against property of the Office.

23 "(5) Substitution of office as party.—
24 The Office shall be substituted as defendant in any

25 civil action, suit, or proceeding against an officer or
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1 employee of the Office, if the Office determines that

2 the employee was acting within the scope of the offi-

3 cer or employee's employment with the Office. If the

4 Office refuses to certify scope of employment, the of-

5. ficer or employee may at any time before trial peti-

6 tion the court to find and certify that the officer or

7 employee was acting within the scope of the officer

8 or employee's employment. Upon certification by the

9 court, the Office shall be substituted as the party

10 defendant. A copy of the petition shall be served

11 upon the Office.

12 "(b) Relationship With Justice Department.—
13 "(1) Exercise by office of attorney gen-

14 eral's authorities.—Except as provided in this

15 section, in relation to all judicial proceedings in

16 which the Office or an officer or employee thereof is

17 a party or in which the officer or employee thereof

18 is interested and which arise from or relate to offi-

19 cers or employees thereof acting within the scope of

20 their employment, torts, contracts, property, reg-

21 istration of patent and trademark practitioners, pat-

22 ents or trademarks, or fees, the officer or employee

23 thereof may exercise, without prior authorization

24 from the Attorney General, the authorities and du-

25 ties that otherwise would be exercised by the Attor-
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1 ney General on behalf of the officer or employee

2 thereof under title 28, and other laws. In all other

3 judicial or administrative proceedings in which the

4 Office or an officer or employee of the Office is a

5 party or is interested, the Office may exercise these

6 authorities and duties only after obtaining author-

7 ization from the Attorney General.

8 "(2) Appearances by attorney gexeiial.—
9 The Attorney General may file an appearance on be-

10 half of the Office or an employee of the Office, \vith-

11 out the consent of the Office, in any suit in which

12 the Office is a party and represent the Office \vith

13 exclusive authority in the conduct, settlement, or

14 compromise of that suit.

15 "(3) CONSULTATION'S WITH AND ASSIST^VNCE

16 BY ATTORNEY GENERAL.—The Office may consult

17 with the Attorney General concerning any legal mat-

18 ter, and the Attorney General shall provide advice

19 and assistance to the Office, including representing

20 the Office in litigation, if requested by the Office.

21 "(4) Representation before supreme

22 court.—The Attorney General shall represent the

23 Office in all cases before the United States Supreme

24 Court.

•HR 1659 IH



29

27

1 "(5) Qualifications of attorneys.—^An at-

2 torney admitted to practice to the bar of the highest

3 court of at least one State in the United States or

4 the District of Columbia and appointed by the Office

5 may represent the Office in any legal proceeding in

6 which the Office or an officer or employee of the Of-

7 fice is a party or interested, regardless of whether

8 the attorney is a resident of the jurisdiction in which

9 the proceeding is held and notwithstanding any

10 other prerequisites of qualification or appearance re-

11 quired by the court or administrative body.".

1 2 SEC. 109. ANNUAL REPORT OF COMMISSIONER.

13 Section 15 of title 35, United States Code, as redesig-

14 nated by section 108 of this Act, is amended to read as

15 follows:

16 **§ 15. Annual report to Congress

17 "The Commissioner shall report to the Congress, not

18 later than 90 days after the end of each fiscal year, the

19 moneys received and expended by the Office, the purposes

20 for which the moneys were spent, the quality and quantity

21 of the work of the Office, and other information relating

22 to the Office.".

23 SEC. 110. SUSPENSION OR EXCLUSION FROM PRACTICE.

24 Section 32 of title 35, United States Code, is amend-

25 ed by inserting before the last sentence the following: "The

•HR 16S9 IH

25-138 96-2



I 30
I

28

1 Commissioner shall have the discretion to designate any

2 officer or employee of the Patent and Trademark Office

3 to conduct the hearing required by this section.".

4 SEC. 111. FUNDING.

5 Section 42 of title 35, United States Code, is amend-

6 ed to read as follows:

7 **§ 42. Patent and Trademark Office funding

8 "(a) Fees Payable to the Office.—^All fees for

9 services performed by or materials furnished by the Patent

10 and Trademark Office shall be payable to the Office.

11 "(b) Use of Moneys.—Moneys of the Patent and

12 Trademark Office not otherwise used to carry out the

13 functions of the Office shall be kept in cash on hand or

14 on deposit, or invested in obligations of the United States

15 or guaranteed by the United States, or in obligations or

16 other instruments which are lawful investments for fidu-

17 ciary, trust, or pubUc funds. Fees available to the Commis-

18 sioner under this title shall be used exclusively for the

19 processing of patent applications and for other services

20 and materials relating to patents. Fees available to the

21 Commissioner under section 31 of the Act of July 5, 1946

22 (commonly referred to as the 'Trademark Act of 1946')

23 (15 U.S.C. 1113) shall be used exclusively for the process-

24 ing of trademark registrations and for other services and

25 materials relating to trademarks.
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1 "(c) Borrowing Authority.—The Patent and

2 Trademark Office is authorized to issue from time to time

3 for purchase by the Secretary of the Treasury its deben-

4 tures, bonds, notes, and other evidences of indebtedness

5 (hereafter in this subsection referred to as 'obhgations')

6 in an amount not exceeding $2,000,000 outstanding at

7 any one time, to assist in financing its activities. Such ob-

8 Hgations shall be redeemable at the option of the Office

9 before maturity in the manner stipulated in such obliga-

10 tions and shall have such maturity as is determined by

1

1

the Office with the approval of the Secretary of the Treas-

12 ury. Each such obligation issued to the Treasury shall

13 bear interest at a rate not less than the current yield on

14 outstanding marketable obligations of the United States

15 of comparable maturity during the month preceding the

16 issuance of the obligation as determined by the Secretary

17 of the Treasury. The Secretary of the Treasury shall pur-

18 chase any obligations of the Office issued under this sub-

19 section and for such purpose the Secretary of the Treasury

20 is authorized to use as a public-debt transaction the pro-

21 ceeds of any securities issued under chapter 31 of title

22 31, and the purposes for which securities may be issued

23 under that chapter are extended to include such purpose.

24 Payment under this subsection of the purchase price of

25 such obligations of the Patent and Trademark Office shall
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1 be treated as public debt transactions of the United

2 States.".

3 SEC. 112. AUDITS.

4 Chapter 4 of part I title 35, United States Code, is

5 amended by adding at the end the following new section:

6 **§ 43. Audits

7 "(a) In General.—Financial statements of the Pat-

8 ent and Trademark Office shall be prepared on an annual

9 basis in accordance with generally accepted accounting

10 principles. Such statements shall be audited by an inde-

11 pendent certified public accountant chosen by the Sec-

12 retary. The audit shall be conducted in accordance with

13 standards that are consistent with generally accepted Gov-

14 emment auditing standards and other standards estab-

15 lished by the Comptroller General, and with the generally

16 accepted auditing standards of the private sector, to the

17 extent feasible.

18 "(b) Remew by Comptroller General.—The

19 Comptroller General may review any audit of the financial

20 statement of the Patent and Trademark Office that is con-

21 ducted under subsection (a). The Comptroller General

22 shall report to the Congress and the Office the results of

23 any such review and shall include in such report appro-

24 priate recommendations.
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1 "(c) Audit by Comptroller General.—The

2 Comptroller General may audit the financial statements

3 of the Office and such audit shall be in lieu of the audit

4 required by subsection (a). The Office shall reimburse the

5 Comptroller General for the cost of any audit conducted

6 under this subsection.

7 "(d) Access to Office Records.—^All books, fi-

8 nancial records, report files, memoranda, and other prop-

9 erty that the Comptroller General deems necessary for the

10 performance of any audit shall be made available to the

1

1

Comptroller General.

12 "(e) Applicability in Lieu of Title 31 Provi-

13 siONS.—This section applies to the Office in lieu of the

14 provisions of section 9105 of title 31.".

15 SEC. 113. TRANSFER.

16 (a) Transfer of Functions.—Except as otherwise

17 provided in this Act, there are transferred to, and vested

1

8

in, the Patent and Trademark Office all functions, powers,

19 and duties vested by law in the Secretary of Commerce

20 or the Department of Commerce or in the officers or com-

21 ponents in the Department of Commerce with respect to

22 the authority to grant patents and register trademarks,

23 and in the Patent and Trademark Office, as in effect on

24 the day before the effective date of this Act, and in the

25 officers and components of such Office.
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1 (b) Transfer of Funds and Property.—The

2 Secretar}' of Commerce shall transfer to the Patent and

3 Trademark Office, on the effective date of this Act, so

4 much of the assets, liabilities, contracts, property, records,

5 and unexpended and unobligated balances of appropria-

6 tions, authorizations, allocations, and other funds em-

7 ployed, held, used, arising from, available to, or to be

8 made available to the Department of Commerce, including

9 funds set aside for accounts receivable which are related

10 to functions, powers, and duties which are vested in the

1

1

Patent and Trademark Office by this Act.

12 (c) Transfer of Surcharge Fund.—On the effec-

13 tive date of this Act, there are transferred to the Patent

14 and Trademark Office those residual and unappropriated

15 balances remaining as of the effective date \vithin the Pat-

16 ent and Trademark Office Surcharge Fund established by

17 section 10101(b) of the Omnibus Budget Reconciliation

18 Act of 1990 (35 U.S.C. 41 note).

19 TITLE II—EFFECTIVE DATE;
20 TECHNICAL AMENDMENTS
2

1

SEC. 201. EFFECTIVE DATE.

22 This Act shall take effect 6 months after the date

23 of the enactment of this Act.

24 SEC. 202. TECEINICAL AND CONFORMING AMENDMENTS.

25 (a) Amendments to Title 35.

—
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1 (1) The table of contents for part I of title 35,

2 United States Code, is amended by amending the

3 item relating to chapter 1 to read as follows:

.4 (2) The table of sections for chapter 1 of title

5 35, United States Code, is amended to read as fol-

6 lows:

"1. Establishment, Officers and Employees, Functions 1."

7 "CHAPTER 1—ESTABLISHMENT, OFFICERS

8 AND EMPLOYEES FUNCTIONS

"Sec.

"1. Establishment.

"2. Powers and duties.

"3. Officers and employees.

"4. Restrictions on officers and employees as to interest in patents.

"5. Patent and Trademark Office Management Ad\nsorj' Board.

"6. Duties of Commissioner.

"7. Board of Patent Appeals and Interferences.

"8. Suits by and against the Corporation.

"9. Library.

"10. Classification of patents.

"11. Certified copies of records.

"12. Publications.

"13. Exchange of copies of patents with foreign countries.

"14. Copies of patents for public libraries.

"15. Annual report to Congress.".

9 (3) The table of contents for chapter 4 of part I of

10 title 35, United States Code, is amended by adding at the

1

1

end the following new item:

"43. Audits.".

12 (b) Other Provisions of Law.—
13 (1) Section 9101(3) of title 31, United States

14 Code, is amended by adding at the end the foUow-

15 ing:
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1 "(O) the Patent and Trademark Office.".

2 (2) Section 602(d) of the Federal Property and

3 Administrative Services Act of 1949 (40 U.S.C. 474)

4 is amended

—

5 (A) in paragraph (20) by striking "or"

6 after the semicolon;

7 (B) in paragraph (21) by striking the pe-

8 riod and inserting "; or"; and

9 (C) by adding at the end the follo^ving:

10 "(22) the Patent and Trademark Office.".

11 (3) Section 500(e) of title 5, United States

12 Code (5 U.S.C. 500(e)) is amended by striking

13 "Patent Office" and inserting "Patent and Trade-

14 mark Office".

15 (4) Section 5102(c)(23) of title 5, United

16 States Code, is amended by striking "Department of

17 Commerce".

18 (5) Section 5316 of title 5, United States Code

19 (5 U.S.C. 5316) is amended by striking "Commis-

20 sioner of Patents, Department of Commerce.",

21 "Deputy Commissioner of Patents and Trade-

22 marks.", "Assistant Commissioner for Patents.",

23 and "Assistant Commissioner for Trademarks.".

24 (6) Section 4 of the Act of Februarj' 14, 1903

25 (15 U.S.C. 1511) is amended by striking "(d) Pat-
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1 ent and Trademark Office;" and redesignating sub-

2 sections (a) through (g) as paragraphs (1) through

3 (6), respectively.

4 (7) The Act of April 12, 1892 (27 Stat. 395;

. 5 20 U.S.C. 91) is amended by striking "Patent Of-

6 fice" and inserting "Patent and Trademark Office".'

7 (8) Sections 505(m) and 512(o) of the Federal

8 Food, Drug, and Cosmetic Act (21 U.S.C. 355(m)

9 and 360b(o)) are each amended by striking "of the

10 Department of Commerce".

11 (9) Section 105(e) of the Federal Alcohol Ad-

12 ministration Act (27 U.S.C. 205(e)) is amended by

13 striking "Patent Office" and inserting "Patent and

14 Trademark Office".

15 (10) Section 1744 of title 28, United States

16 Code is amended

—

17 (A) by striking "Patent Office" each place

18 it appears and inserting "Patent and Trade-

19 mark Office"; and

20 (B) by striking "Commissioner of Patents"

21 and inserting "Commissioner of Patents and

22 Trademarks".

23 (11) Section 1745 of title 28, United States

24 Code, is amended by striking "United States Patent
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1 Office" and inserting "Patent and Trademark Of-

2 fice".

3 (12) Section 1928 of title 28, United States

4 Code, is amended by striking "Patent Office" and

5 inserting "Patent and Trademark Office".

6 (13) Section 160 of the Atomic Energy Act of

7 1954 (42 U.S.C. 2190) is amended—

8 (A) by striking "Patent Office" and insert-

9 ing "Patent and Trademark Office"; and

10 (B) by striking "Commissioner of Patents"

11 and inserting "Commissioner of Patents and

12 Trademarks".

13 (14) Section 305(c) of the National Aeronautics

14 and Space Act of 1958 (42 U.S.C. 2457(c)) is

15 amended by striking "Commissioner of Patents" and

16 inserting "Commissioner of Patents and Trade-

17 marks".

18 (15) Section 12(a) of the Solar Heating and

19 Cooling Demonstration Act of 1974 (42 U.S.C.

20 5510(a)) is amended by striking "Commissioner of

21 the Patent Office" and inserting "Commissioner of

22 Patents and Trademarks".

23 (16) Section 1111 of title 44, United States

24 Code, is amended by striking "Commissioner of Pat-
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1 ents" and inserting "Commissioner of Patents and

2 Trademarks".

3 (17) Sections 1114 and 1123 of title 44, United

4 States Code, are each amended by striking "Com-

5 missioner of Patents".

6 (18) Sections 1337 and 1338 of title 44, United

7 States Code, and the items relating to those sections

8 in the table of contents for chapter 13 of such title,

9 are repealed.

10 (19) Section 10(i) of the Trading With the

11 Enemy Act (50 U.S.C. App. 10(i)) is amended by

12 striking "Commissioner of Patents" and inserting

13 "Commissioner of Patents and Trademarks".

14 (20) Section 8G(a)(2) of the Inspector General

15 Act of 1978 (5 U.S.C. App.) is amended by inserting

16 "the Patent and Trademark Office,", after "the

17 Panama Canal Commission,".

18 (21) Section 255(g)(1)(A) of the Balanced

19 Budget and Emergency Deficit Control Act of 1985

20 (2 U.S.C. 905(g)(1)(A)) is amended by inserting

21 after the item relating to the United States Enrich-

22 ment Corporation the following new item:

23 "Patent and Trademark Office;".

24 (22) Section 10101(b)(2)(B) of the Omnibus

25 Budget R^concihation Act of 1990 (35 U.S.C. 41
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1 note) is amended by striking ", to the extent pro-

2 vided in appropriation Acts," and inserting 'Svithout

3 appropriation".
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104th congress
1st Session H.R.1756

To abolish the Department of Commerce.

IN THE HOUSE OF REPRESENTATIVES

June 7, 1995

Mr. Chrysler (for himself, Mr. Browxback, Mr. Kasich. Mr. LmNGSTO.v,

Mr. Solomon, Mr. Crane, ^Ir. Boehner, Mr. Paxon, ilr. Parker.

Mr. Metcalf, Mr. CoOLEY, Mrs. Chenowxth, Mr. Xeujunn, Mr.

Scarborough, Mrs. Myrick, Mr. Kvollenberg, Mr. Gl'tkntcht. Mr.

LaHood, Mr. Santord, Mr. GRAHAii, Mr. WeuX)N of Florida. Mr.

HiLLEARY, ^Ir. Jones, ilr. Ensign, Mr. Christensen, Mr. Weller,
Mr. Klug, Mr. Nethercx'tt. Mr. McLntosh, Mr. Stearns, Mr. Sjuth

of Michigan, ^Ir. RadaXOMCH, Mr. SALMON, Mr. Chabot, Mr. Fox of

Pennsyi\-ania, Mr. Largent, Mr. BONO, Mr. Tlahart. Mr. Creme.\NS,

Mr. Miller of Florida, Mr. ILvyworth, Mr. Hutchinson, Mr. Wick-

er, Mr. Hastings of Washington. Mr. Funderburk, Mr. FriSa. Mr.

Thornberry, Mrs. Waldholtz, Mr. Norwood, Mrs. Seastrant). Mr.

Bass, Mr. Ewing, Mr. Shadegg, Mr. Hoekstra, Mr. Ca^ip, Mr.

Li.vDER. Mr. Upton, Mr. White, Mr. Riggs, Mr. Tate, and Mrs.

Smith cf Washington) introduced the following bill; which was referred

to the Committee on Commerce, and in addition to the Committees on

Transportation and Infrastructure, Banking and Financial Senices,

International Relations, National Securit>', Agriculture, Ways and Means,

Government Reform and Oversight, the Judician*, Science, and Re-

sources, for a period to be subsequently determined by the Speaker, in

each case for consideration of such provisions as fall \rithin the jurisdic-

tion of the committee concerned

A BILL
To abolish the Department of Commerce.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States ofAmerica in Congress assembled,
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1 SECTION 1. SHORT TITLE.

2 This Act may be cited as the "Department of Com-

3 merce Dismanthng Act' '

.

4 SEC. 2. TABLE OF CONTENTS.

5 The table of contents for this Act is as follows:

Sec. 1. Short title.

Sec. 2. Table of contents.

TITLE I—ABOUSmiENT OF DEPART.MEXT OF CO.MMERCE

Sec. 101. Reestablisliment of Depanment as Commerce Programs Resolution

Agenc>-.

Sec. 102. Functions.

Sec. 103. Deputy Administrator.

Sec. 104. Continuation of semce of department officers.

Sec. 105. Reorganization.

Sec. 106. Abolishment of Commerce Programs Resolution .\gency.

Sec. 107. G.\0 report.

Sec. 108. Conforming amendments.

Sec. 109. Effective date.

TITLE II—DISPOSITION OF PARTICULAR PROGR.UIS. FUNCTIONS.
A.ND AGENCIES OF DEP.\RTMENT OF CO.M.MERCE

Sec. 201. Economic de\'elopment.

Sec. 202. Export control functions.

Sec. 203. National security functions.

Sec. 204. International trade functions.

Sec. 205. Patent and Trademaric Office.

Sec. 206. Technology* Administration.

Sec. 207. Reorganization of the Bureau of tlte Census.

Sec. 208. Reorganization of the Bureau of Economic AiiaK'sis.

Sec. 209. Terminated functions of NTIA.

Sec. 210. Transfer of spectrum management functions.

Sec. 211. National Oceanic and Atmospheric Administration.

Sec. 212. Miscellaneous abolishments.

Sec. 213. Effective date.

Sec. 214. Sense of Congress regarding user fees.

TITLE m—XIISCELLuLNEOUS PROMSIONS

Sec. 301. References.

Sec. 302. Exercise of authorities.

Sec. 303. Sa\ings pro\isions.

Sec. 304. Transfer of assets.

Sec. 305. Delegation and assignment.

Sec. 306. Authority of Administrator witii respect to functions transferred.

Sec. 307. Proposed changes in law.

Sec. 308. Certain vesting of functions considered transfers.

Sec. 309. Definitions.

Sec. 310. Limitation on aiuiual expenditure for continued finictions.
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1 TITLE I—ABOLISHMENT OF
2 DEPARTMENT OF COMMERCE
3 SEC. 101. KEESTABLISHMENT OF DEPARTMENT AS COM-

4 MERCE PROGRAMS RESOLUTION AGENCY.

5 (a) Reestablishmext.—The Department of Com-

6 meree is hereby redesignated as the Commerce Programs

7 Resolution Agency, which shall be an independent agency

8 in the executive branch of the Government.

9 (b) Administrator.—
10 (1) In GE.neral.—There shall be at the head

11 of the Agency an Administrator of the Agency, who

12 shall be appointed by the President, by and ^^^th the

13 ad\'ice and consent of the Senate. The Agency shall

14 be administered under the supervision and direction

15 of the Administrator. The Administrator shall re-

16 ceive compensation at the rate prescribed for level II

17 of the Executive Schedule under section 5313 of title

18 5, United States Code.

19 (2) Initial appointment of ad.minis-

20 TRATOR.—Notwithstanding an}- other provision of

21 this Act or any other law, the President may, at any

22 time after the date of the enactment of this Act, ap-

23 point an individual to serve as Administrator of the

24 Commerce Programs Resolution Agency (who ma\'

25 be the Secretary of Commerce), as such position is
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1 established under paragrapii (1). Aii appointment

2 under this paragraph may not be constnied to affect

3 the position of Secretary- of Commerce or the au-

4 thority of the Secretarj- before the effective date

5 specified in section 109(a).

6 (c) Duties.—The Administrator shall be responsible

7 for—

8 (1) the administration and wind-up, during the

9 wind-up period, of all functions of the Administrator

10 pursuant to section 102 and the other pro^isions of

1

1

this Act;

12 (2) the administration and wind-up, during the

1

3

wind-up period, of any outstanding obligations of the

14 Federal Government under any programs terminated

15 or repealed by this Act; and

16 (3) taking such other actions as may be nec-

17 essar}-, before the termination date specified in sec-

18 tion 106(d), to wind up any outstanding affairs of

19 the Department of Commerce.

20 SEC. 102. FUNCTIONS.

21 Except to the extent a function is abolished or vested

22 in another official or agency by this Act, the Administrator

23 shall perform all functions that, immediately before the

24 effective date specified in section 109(a), were functions

25 of the Department of Commerce (or any office of the De-
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1 partment) or were authorized to be performed by the See-

2 retarj' of Commerce or any other officer or employee of

3 the Department in the capacitj* as such officer or eni-

4 ployee.

5 SEC. 103. DEPUTY ADMINISTRATOR.

6 The Agency shall have a Deputy Administrator, who

7 shall—

8 (1) be appointed by and report to the Adminis-

9 trator; and

10 (2) shall perform such functions as may be del-

1

1

egated by the Administrator.

12 SEC. 104. CONTINUATION OF SERVICE OF DEPARTMENT

13 OFFICERS.

14 (a) CO.\TIXL'ATIO.\* OF SERVICE OF SECRETARY.

—

15 The indi\idual serving on the effective date specified in

16 section 109(a) as the Secretar}' of Commerce may sen'e

17 and act as Administrator until the date an individual is

1

8

appointed under this title to the position of Administrator,

19 or until the end of the 120-day period provided for in sec-

20 tion 3348 of title 5, United States Code (relating to limita-

21 tions on the period of time a vacancy may be filled tempo-

22 rarily), whichever is earlier.

23 (b) Continuation of Service of Other Offi-

24 cers.—^An individual serving on the effective date speci-

25 fied in section 109(a) as an officer of the Department of



46

6

1 Commerce other than the Secretary- of Commerce may

2 continue to serv^e and act in an equivalent capacity in the

3 Agency until the date an indi\idual is appointed under this

4 title to the position of Administrator, or until the end of

5 the 120-day period pro\ided for in section 3348 of title

6 5, United States Code (relating to limitations on the pe-

7 riod of time a vacancy may be filled temporarily) Anth re-

8 spect to that appointment, whichever is earlier.

9 (c) Compensation for Continued Sermce.—^Any

1 person

—

11 (1) who senses as the Administrator under sub-

12 section (a), or

13 (2) who serves under subsection (b),

14 after the effective date specified in section 109(a) and be-

15 fore the first appointment of a person as Administrator

16 shall continue to be compensated for so sening at the rate

17 at which such person was compensated before such effec-

1

8

tive date.

19 SEC. 105. REORGANIZATION.

20 The Administrator may allocate or reallocate any

21 function of the Agency pursuant to this Act among the

22 officers of the Agen(^', and may establish, consolidate,

23 alter, or discontinue in the Commerce Programs Resolu-

24 tion Agency any organizational entities that were entities
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1 of the Department of Commerce, as the Administrator

2 considers necessary or appropriate.

3 SEC. 106. ABOLISHMENT OF COMMERCE PROGRAMS RESO-

4 LUnON AGENCY.

5 (a) In General.—Effective on the termination date

6 sp>ecified in subsection (d), the Commerce Programs Reso-

7 lution Agency is abolished.

8 (b) Abolition of Fuxctioxs.—Except for func-

9 tions transferred or otherwise continued by this Act, all

10 functions that, immediately before the termination date

11 specified in subsection (d), were functions of the Com-

12 merce Programs Resolution Agenc\' are abolished effective

13 on that termination date.

14 (c) Plan for Winding Up Affairs.—Not later

15 than the effective date specified in section 109(a), the

16 President shall submit to the Congress a plan for -winding

17 up the affairs of the Agency in accordance with this Act

18 and by not later than the termination date specified in

19 subsection (d).

20 (d) Termination Date.—The termination date

21 under this subsection is the date that is 3 years after the

22 date of the enactment of this Act.

23 SEC. 107. GAO REPORT.

24 Not later than 180 days after the date of enactment

25 of this Act, the Comptroller General of the United States
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1 sliall submit to the Congress a report which shall include

2 recommendations for the most efficient means of achiev-

3 ing, in accordance with this Act

—

4 (1) the complete abolishment of the Depart-

5 ment of Commerce; and

6 (2) the termination or transfer or other con-

7 tinuation of the functions of the Department of

8 Commerce.

9 SEC. 108. CONFORMING AMENDMENTS.

10 (a) Presidextlvl Succession.—Section 19(d)(1)

11 of title 3, United States Code, is amended by striking

12 " Secretar^'^ of Commerce, '

'

.

13 (b) Executat: Depart.ments.—Section 101 of title

14 5, United States Code, is amended by striking the follow-

15 ing item:

16 "The Department of Commerce.".

17 (c) Secretary's Compensation.—Section 5312 of

18 title 5, United States Code, is amended by striking the

19 following item:

20 "Secretary' of Commerce.".

21 (d) Compensation for Positions at Le\'el III.—

22 Section 5314 of title 5, United States Code, is amended

—

23 (1) by striking the following item:

24 "Under Secretarv of Commerce, Under Sec-

25 retari- of Commerce for Economic Affairs, Under

•HR 1756 IH
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1 Secretan' of Commerce for Export Administration

2 and Under Secretan.' of Commerce for Travel and

3 Tourism.";

I

4 (2) by striking the follo%ving item:

5 "Under Secretary of Commerce for Oceans and

6 Atmosphere, the incumbent of which also senses as

7 Administrator of the National Oceanic and Atmos-

8 pheric Administration."; and

9 (3) by striking the following item:

10 "Under Secretary of Commerce for Tech-

11 nology.".

12 (e) Compensation for Positions at Level IV.—
13 Section 5315 of title 5, United States Code, is amended

—

14 (1) by striking the following items:

15 "Assistant Secretaries of Commerce (11).";

16 (2) by striking the following item:

17 "General Counsel of the Department of Com-

18 merce.";

19 (3) by striking the follo^ving item:

20 "Associate Secretar}' of Commerce for Oceans

21 and Atmosphere, the incumbent of which also ser\'es

22 as Deputy Administrator of the National Oceanic

23 and Atmospheric Administration.";

24 (4) by striking the following item:
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1 "Director, National Institute of Standards and

2 Technolog^•, Department of Commerce.";

3 (5) by striking the following item:

4 "Inspector General, Department of Com-

5 merce.";

6 (6) by striking the following item:

7 "Chief Financial Officer. Department of Com-

8 merce."; and

9 (7) by striking the following item:

10 "Director, Bureau of the Census, Department

11 of Commerce.".

12 (f) COMPENS^VTIOX FOR POSITIONS AT LE\'EL V.

—

13 Section 5316 of title 5, United States Code, is amended

—

14 (1) by striking the following item:

iS "Director, United States Travel Senice, De-

16 partment of Commerce."; and

17 (2) by striking the following item:

18 "National Export Expansion Coordinator, De-

19 partment of Commerce.".

20 (g) Inspector General Act of 1978.—The In-

21 spector General Act of 1978 (5 U.S.C. App.) is amend-

22 ed—

23 (1) in section 9(a)(1), by striking subparagraph

24 (B);
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1 (2) in section 11(1), by striking "Commerce.";

2 and

3 (3) in section 11(2), by striking "Commerce,";

4 SEC. 109. EFFECTIVE DATE.

5 (a) Ix General.—Except as pro\ided in subsection

6 (b), this title shall take effect on the date that is 6 months

7 after the date of the enactment of this Act.

8 (b) Promsions Effective on Date of Enact-

9 MENT.—The follo\\ing pro\isions of this title shall take ef-

10 feet on the date of the enactment of this Act:

11 (1) Section 101(b).

12 (2) Section 106(c).

13 (3) Section 107.

14 TITLE n—DISPOSITION OF PAR-

15 TICULAR PROGRAMS, FUNC-
16 TIONS, AND AGENCIES OF DE-

17 PARTMENT OF COMMERCE
18 SEC. 201. ECONOMIC DEVELOPMENT.

19 (a) Terminated Functions.—The Public Works

20 and Economic Development Act of 1965 (42 U.S.C. 3121

21 et seq.) is repealed.

22 (b) TraiNSFER of Financial Obligations 0^^^D

23 TO THE Department.—There are transferred to the Sec-

24 retar}' of the Treasun- the loans, notes, bonds, debentures,

25 securities, and other financial obligations o^\^led by the

xm «-rr Txj
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1 Department of Commerce under the Public ^Vorks and

2 Economic Development Act of 1965. together with all as-

3 sets or other rights (including security intei-ests) incident

4 thereto, and all liabilities related thereto. There are as-

5 signed to the Secretary' of the Treasun* the functions,

6 powers, and abilities vested in or delegated to the Sec-

7 retarv' of Commerce or the Department of Commerce to

8 manage, seniee, collect, sell, dispose of, or otherwise real-

9 ize proceeds on obligations owed to the Department of

1 Commerce under authority of such Act A\ith respect to any

11 loans, obligations, or guarantees made or issued by the

12 Department of Commerce pursuant to such Act.

13 (c) Audit.—Not later than 18 months after the date

14 of the enactment of this Act, the Comptroller General shall

15 conduct an audit of all grants made or issued by the De-

16 partment of Commerce under the Public Works and Eco-

17 nomic Development Act of 1965 in fiscal year 1995 and

18 all loans, obligations, and guarantees and shall transmit

19 to Congress a report on the results of such audit.

20 SEC. 202. EXPORT CONTROL FUNCTIONS.

21 (a) Transfer to Secretary of State.—
22 (1) I.\' GENER:\L.—Except as pro\ided in this

23 section, all functions of the Secretar}' of Commerce,

24 the Under Secretary' of Commerce for Export Ad-

25 ministration, the 2 Assistant Secretaries of Com-
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1 merce appointed under section 15(a) of tlie Export

2 Administration Act of 1979 (50 U.S.C. 2414(a)),

3 and the Department of Commerce, on the day before

4 the effective date specified in section 109(a), under

5 the Export Administration Act of 1979 are trans-

6 ferred to the Secretar}' of State.

7 (2) COXSULTATION WITH USTR.—The Sec-

8 retar}' of State shall consult with the United States

9 Trade Representative with respect to licensing deci-

10 sions under the Export Administration Act of 1979.

11 (b) Short Supply Coxtrols.—^All functions of the

12 Secretar}' of Commerce, on the day before the effective

13 date specified in section 109(a), under section 7 of the

14 Ex-port Administration Act of 1979 (50 U.S.C. 2406), and

15 under all other proAisions of that Act to the extent that

16 such pro\isions apply to section 7, are transferred to the

17 President.

18 (c) EXFORCEMEXT.

—

19 (1) Gexeral tRtVXSFER.—^All functions of the

20 Secretary of Commerce and the Department of Com-

21 merce, on the day before the effective date sj)ecified

22 in section 109(a), under sections 11(c), 12, and 13

23 (c), (d), and (e) of the Export Administration Act of

24 1979 (50 U.S.C. App. 2410(c), 2411, and 2412 (c),
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1 (d), and (e)) are transferred to the Secretary' of the

2 Treasure.

3 (2) TiLVXSFER OF ENFORCEMENT PERSON-

4 NEL.—Not more than 60 United States special

5 agents of the Bureau of Export Administration of

6 the Department of Commerce who, on the day be-

7 fore the effective date specified in section 109(a),

8 were assigned to perform functions under section

9 12(a) of the Export Administration Act of 1979 may

10 be transferred to the Customs Senice to carr}- out

11 functions transferred by paragraph (1). The Direc-

12 tor of the Office of ]\Ianagement and Budget shall

13 determine the special agents to be transferred under

14 this paragraph.

15 (d) Anti-Boycott Compluxce.—^All functions of

16 the Secretary' of Commerce and the Department of Com-

17 merce, on the day before the effective date specified in

18 section 109(a), under section 8 of the Export Administra-

19 tion Act of 1979 (50 U.S.C. 2407), and under all other

20 pro\'isions of that Act to tlie extent that such pro\'isions

21 apply to section 8, are transferred to the Attorney Gen-

22 eral.

23 (e) Termination of Office of Foreign Avail-

24 ABILITY; APPOINTMENT OF INDUSTRIES BOARD.

—

•HR 1756 IH
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1 (1) Termination of office.—(A) The Office

2 of Foreign Availability established under section

3 5(f)(6) of tlie Export Administration Act of 1979

4 (50 U.S.C. 2404(f)(6)) is abolished.

5 (2) CONTORMING AMENDMENT.—Section 5(f)

6 of the Export Administration Act of 1979 (50

7 U.S.C. App. 2404(f)) is amended by striking para-

8 graph (6).

9 (3) Appointment of i.ndustries board.—
10 The President shall appoint an industries board,

1

1

composed of representatives of industries affected by

12 matters relating to foreign availability under the Ex-

13 port Administration Act of 1979, to ad\ise the Sec-

14 retan.' of State ^^^th respect to such matters, except

15 that no Federal funds ma}' be made available to the

16 industries board to carry out its functions.

17 (f) Buying Po\ver ]VLunte.\ance Account.—The

18 authority of the Secretary' of Commerce under section 108

19 of title I of Public Law 100-202 (101 Stat. 1329-7) to

20 establish a Buying Power Maintenance account is trans-

21 ferred to the Secretary of State for purposes of carrying

22 out functions under the Export Administration Act of

23 1979 that are transferred to the Secretarj- of State under

24 this section.

25 (g) Technical ^ynd Conformi.vg A.mend.ments.—
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1 (1) Section 15(a) of the Export Administration

2 Act of 1979 (50 U.S.C. 2414(a)) is repealed.

3 (2) The Office of the Undei- SecretarA- of Com-

4 merce for Export Administration is abolislied.

5 SEC. 203. NATIONAL SECURirY FUNCTIONS.

6 (a) TiLVNSFER OF Fu.vCTlOXS.—Functions of the

7 Secretary- of Commerce immediately before the effective

8 date specified in section 109(a)

—

9 (1) under section 232 of the Trade Expansion

10 Act of 1962 (19 U.S.C. 1862) are transferred to the

1

1

International Trade Commission;

12 (2) under section 309 of the Defense Produc-

13 tion Act of 1950 (50 U.S.C. App. 2099) are trans-

14 ferred to the Secretar}- of Defense; and

15 (3) under section 722 of the Defense Produc-

16 tion Act of 1950 (50 U.S.C. App. 2171) are trans-

17 ferred to the Secretar}' of the Treasur}-.

18 (b) National Defense Technology and Indus-

19 TRLU. Base Council.—Section 2502(b) of title 10, Unit-

20 ed States Code, is amended by striking paragraph (3) and

21 redesignating paragraphs (4) and (5) as paragraphs (3)

22 and (4), respectively.

23 (c) Appointment of Com:\iittees of Industry

24 Representatfv^S.—The President should appoint com-

25 mittees composed of representatives of appropriate indus-
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1 tries to ad^^se the National Security Council with respect

2 to those matters affecting industn- addressed by the Sec-

3 retan' of Commerce to the National Security- Council be-

4 fore the effective date specified in section 109(a).

5 SEC. 204. INTERNATIONAL TRADE FUNCTIONS.

6 (a) Tariff Act of 1930; Uruguay Round Agree-

7 .MEXTSACT.

—

8 (1) TRxVXSFER TO UNITED STATES TILVDE REP-

9 resentatrt:.—All functions of the International

10 Trade Administration of the Department of Com-

11 merce, immediately before the effective date speci-

12 fied in section 109(a), under titles III and \^I of the

13 Tariff Act of 1930, and all functions of the admin-

14 istering authority or the Secretary- of Commerce

15 under the Uniguay Round Agi-eements Act, are

16 transferred to the United States Trade Representa-

17 tive.

18 (2) Conforming .-uiendment.—Section

19 771(1) of the Tariff Act of 1930 (19 U.S.C.

20 1677(1)) is amended by striking "Secretar}- of Com-

21 merce" and inserting "United States Trade Rep-

22 resentative".

23 (b) Foreign TRt\X)E Zones Board.—Sub.section (b)

24 of the first section of the Act of June 18, 1934 (commonly

25 known as the "Foreign Trade Zones Act") (19 U.S.C.
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1 81a(b)) is amended by striking "Secretan* of Commei-ce,

2 who sliall be chairman and executive officer of the Board,

3 the Secretan- of the Treasure" and inserting "Secretary-

4 of the Treasur}', who shall be chairman and executive offi-

5 eer of the Board, the United States Trade Representa-

6 tive".

7 (c) United States ^vxd Foreign Commercial

8 Sermce.—
9 (1) Renai^iing ^vnd abolition of certain

10 functions.—The United States and Foreign Com-

11 mercial Service shall, upon the effective date speci-

12 fied in section 109(a), be knoAvn as the "United

13 States Foreign Commercial Sennce" (hereafter in

14 this subsection referred to as the "Commercial Serv-

15 ice"). All operations of the Commercial Service in

16 the United States (other than those performed at

17 the headquarters office referred to in section

18 2301(c) of the Ex-port Enliancement Act of 1988

19 (15 U.S.C. 4721(c))) with respect to the foreign op-

20 erations of the Commercial Service) are abolished.

21 (2) Transfer to ustr.—The Commercial

22 Service and its functions are transferred to the Unit-

23 ed States Trade Representative. All functions per-

24 formed immediately before the effective date speci-

25 fied in section 109(a) by the Secretarj- of Commerce
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1 or the Department of Commerce ^^^th respect to the

2 Commercial Sennce are transferred to the United

3 States Trade Representative.

4 (3) DiRECTOR-.GEXERAL.—(A) The head of the

5 Commercial Senice shall, as of the effective date

6 specified in section 109(a), be the Director General

7 of the United States Foreign Commercial Senice.

'

8 (B) Section 5315 of title 5, United States Code,

9 is amended by striking "Assistant Secretary- of Com-

10 merce and Director General of the United States

11 and Foreign Commercial Senice" and inserting "Di-

12 rector General of the United States Foreign Com-

13 mercial Ser\ice.".

14 (C) The indi\'idual sennng as Assistant Sec-

15 retar\' of Commerce and Director General of the

16 United States and Foreign Commercial Senice im-

17 mediately before the effective date specified in sec-

18 tion 109(a) may sen^e as the Director General of the

19 United States Foreign Commercial Senice on and

20 after such effective date until a successor has taken

21 office. Compensation for any senice under this sub-

22 paragraph shall be at the rate at which the indi\id-

23 ual was compensated immediately before the effee-

24 tive date specified in section 109(a).

.»TP 17S« TH
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1 (4) TiLVXSFER OF C0:M.MERCLVL SERMCE OFFl-

2 CERS.—Tlie transfer to the United States Ti-ade

3 Representative pursuant to tliis section of any Com-

4 mereial Sen-ice Officer ser\ing- immediately before

5 the effective date specified in section 109(a) shall

6 not cause sucii officer to be reduced in rank, grade,

7 or compensation,

8 (d) Export Promotion Progr^uis.—
9 (1) Tr^vNSFER.—^All export promotion pro-

10 grams (as defined in section 201(d) of the Export

11 Administration Amendments Act of 1985 (15 U.S.C.

12 4051(d))) carried out by the Secretarv of Commerce

13 or the Department of Commerce immediately before

14 the effective date specified in section 109(a) are

15 transferred to the United States Trade Representa-

1

6

tive.

17 (2) Prr'ate funding.—^\Vith respect to any

18 program transferred under paragraph (1), no funds

19 made available to the United States Trade Rep-

20 resentative may be used in carrving out .such jjro-

21 gram, but the United States Trade Representative

22 may require the persons to whom senices are pro-

23 \ided by the Office of the United States Trade Rep-

24 resentative under such progi*am to pay for such ser\--

25 ices.
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1 (e) Trade Information.—Al\ functions of the Sec-

2 retan- of Commerce under the International Investment

3 and Trade in Senices Survey Act (22 U.S.C. 3101 and

4 follo\nng) are transferred to the Secretarj' of the Treas-

5 ur\'.

6 (f) International Economic Policw—All func-

7 tions performed by the Assistant Secretar}- of Commerce

8 for International Economic Policy and the Office of Inter-

9 national Economic Policy of the Department of Commerce

10 immediately before the effective date specified in section

11 109(a) are abolished.

12 (g) Functions With Respect to Textile Agree-

13 MENTS.

—

14 (1) Transfer of functions.—Notwithstand-

15 ing the pro\isions of Executive Order 11651 and

16 Executive Order 12475 (7 U.S.C. 1854 note), the

17 functions of the Committee for the Implementation

18 of Textile Agreements (hereafter in this subsection

19 referred to as "CITA") are transferred as follows:

20 (A) All functions related to policy formula-

21 tion for textile and apparel trade, including the

22 negotiation and implementation of textile and

23 apparel trade agreements, and all related activi-

24 ties performed by CITA immediately before the

25 effective date specified in section 109(a), and

25-138 96-3
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1 not specified in paragraphs (2) through (4), are

2 transferred to the United States Trade Rep-

3 resentative.

4 (B) AH functions related to economic anal-

5 jnsis of textile and apparel trade patterns, deter-

6 mination of serious damage, or actual threat

7 tliereof, to domestic United States industn.* and

8 related safeguards matters, including the tran-

9 sitional safeguard provisions under Article 6 of

10 the Agreement on Textiles and Clothing i-e-

11 ferred to in section 101(d)(4) of the Uruguay

12 Round Agreements Act (19 U.S.C. 3511(d)(4)),

13 and analysis of the impact of foreign tariff and

14 nontariff barriers on textile and apparel trade,

15 and all related activities performed by CITA

16 immediately before the effective date specified

17 in section 109(a), are transferred to the Inter-

18 national Trade Commission.

J9 (C) All functions related to the promotion

20 and foreign market expansion of United States

21 textile and apparel production are transferred

22 to the United States Foreign CJommercial Serv-

23 ice.

24 (D) All functions related to monitoring

25 quota utilization and enforcement, and actions
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1 to address the circumvention of quotas, as de-

2 scribed in the statement of administrative ac-

3 tion accompanying the Uruguay Round Agree-

4 ments (as defined in section 2 of the Uruguay

5 ' Round Agreements Act (19 U.S.C. 3501)), are

6 transferred to the Secretary' of the Treasury-.

7 (2) Al.OLlTiox OF CITA.—CITA is aboHshed.

8 (h) Fair Trade in Auto Parts.—^All functions of

9 the Secretary- of Commerce under the Fair Trade in Auto

10 Parts Act of 1988 (15 U.S.C. 4701 and follo^ving) are

1

1

transferred to the International Trade Commission.

12 (i) Other Trade Fu.xctioxs.—
13 (1) IXTERAGENCi' TRADE ORGANIZATION.—The

14 President shall pro\ide for the direct participation

15 by representatives of industry' on the Interagency

16 Trade Organization established under section 242 of

17 the Trade Expansion Act of 1962 (19 U.S.C. 1872),

18 to carrj' out appropriate functions of the Secretar}'

19 of Commerce as a member of such organization be-

20 fore the effective date specified in section 109(a).

21 (2) Export tradi.ng companies.—(A) The

22 functions of the Secretar}' of Commerce under the

23 Export Trading Company Act of 1982 (15 U.S.C.

24 4001-4003), and the Office of Export Trade estab-

25 lished under section 104 of that Act, are abolished.
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1 (B) The functions of the Secretan- of Com-

2 nierce under title III of the Act of October 8. 1982

3 (15 U.S.C. 4011 and folloA\ing), are transferred to

4 the Secretary' of the Treasun.'.

5 (C) Conforming a-mendments.— (i) The Ex-

6 port Trading Company Act of 1982 (15 U.S.C.

7 4001-4003) is repealed.

8 (ii) The section heading for section 301 of the

9 Act of October 8, 1982 (15 U.S.C. 4011), is amend-

10 ed by striking "COMMERCE" and inserting "treas-

1

1

URY".

12 (iii) Section 311(7) of the Act of October 8,

13 1982 (15 U.S.C. 4021), is amended by striking

14 "Commerce" and inserting "Treasury".

15 (j) Appointment of Industries Boards.—The

16 President shall appoint industries boards, composed of

17 representatives of industries in the private sector, to ad-

18 vise the Secretary of the Treasury' and the United States

19 Trade Representative with respect to functions transferred

20 to them under this section.

21 (k) Gifts AND Bequests.—
22 (1) Ik general.—The Secretary of State, the

23 Secretary of the Treasury, and tlie United States

24 Trade Representative are authorized to accept, hold,

25 administer, and utilize gifts and bequests of prop-
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1 erty, both real and personal, for the purpose of aid-

2 ing or facilitating the performance of functions

3 transferred to them under this section and section

4 202. Gifts and bequests of money and the proceeds

5 from sales of other property' received as gifts or be-

6 quests shall be deposited in the United States Treas-

7 UTx in a separate fund and shall be disbursed on

8 order of the Secretary' of State, the Secretan- of the

9 Treasury, or the United States Trade Representa-

10 tive. Property accepted pursuant to this paragraph,

11 and the proceeds thereof, shall be used as nearly as

12 possible in accordance Avith the terms of the gift or

13 bequest.

14 (2) Tax treatment.—For the purpose of Fed-

15 eral income, estate, and gift taxes, and State taxes,

16 property accepted under subsection (a) shall be con-

17 sidered a gift or bequest to or for use of the United

18 States.

19 (3) IXA'ESTMENT.—The Secretar}' of the Treas-

20 ur\' may invest and reinvest in securities of the

21 United States or in securities guaranteed as to prin-

22 cipal and interest by the United States any money's

23 contained in the fund provided for in subsection (a).

24 Income accruing from such securities, and from any

25 other property held by the Secretary- of State, tiie
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1 Secretan- of the Treasun-, or the United States

2 Trade Representative pursuant to subsection (a).

3 shall be deposited to the credit of the fund, and shall

4 be disbursed upon order of the Secretary- of State,

5 the Seci-etar}' of the Treasur}','or the United States

6 Trade Representative.

7 (1) Infor>l\tio.\* Sharing.—It is the sense of the

8 Confess that any department or agenc>- of the United

9 States that compiles information on international econom-

10 ics or trade make that information available to other de-

ll partments and agencies performing functions relating to

12 international trade.

13 (m) Tr^vde Adjustment Assistance for

14 Firms.—Chapter 3 of title II of the Trade Act of 1974

15 (19 U.S.C. 2341 and follo\\ing) and the items relating to

16 such chapter in the table of contents for that Act, are re-

17 pealed.

1

8

SEC. 205. PATENT AND TRADEMARK OFFICE.

19 (a) Transfer to Department of Justice.—Ef-

20 fective as of the date specified in section 109(a)

—

21 (1) the Patent and Trademark Office shall be

22 transferred to the Department of Justice; and

23 (2) all functions which, immediately before such

24 date, are functions of the Secretary* of Commerce

25 under title 35, United States Code, or any other
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1 pro\ision of law ^^^th respect to the functions of the

2 Patent and Trademark Office, are transferi-ed to the

3 Attorney General.

4 (b) Funding.—
5 (1) Costs paid from fees.—All costs of the

6 acti\ities of the Patent and Trademark Office shall

7 be paid from fees paid to the Offiice under title 35.

8 " United States Code, the Act of July 5, 1946 (com-

9 monly kno^vn as the "Trademark Act of 1946") (15

10 U.S.C. 1051 and following), section 10101 of the

11 Omnibus Budget Reconciliation Act of 1990 (35

12 U.S.C. 41 note), or other pro\'ision of law.

13 (2) Funds avaii^vble without approprlv-

14 TION.—(A) Section 42(c) of title 35, United States

15 Code, is amended by striking "to carrv- out, to the

16 extent provided in appropriation Acts," and insert-

17 nig ", without appropriation, to carr\* out".

18 (B) Section 10101(b)(2)(B) of the Omnibus.

19 Budget Reconciliation Act of 1990 (35 U.S.C. 41

20 note) is amended by striking "to the extent provided

21 in appropriation Acts" and inserting "without ap-

22 propriation".

23 (c) Adjustment of Fees.—Section 41(f) of title

24 31, United States Code, is amended to read as follows:
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1 "(f) Tlie Commissioner may adjust the fees estab-

2 lished under this section on Octobei- 1 of eacli year to

3 cover tiie estimated cost to the acti\ities of the Office.".

4 (d) Sek\tci: of I.\C"U.mbexts.—Those indi\-iduals

5 .sening as Commi.ssioner of Patents and Trademarks.

6 Deputy Commi.ssioner of Patents and Trademarks, Assist

-

7 ant Commis.sioner of Patents, and Assistant Commis-

8 sioner of Trademarks, immediately before the effective

9 date specified in section 109(a), may continue in such of-

10 fice on and after such effective date until a .successor has

1

1

taken office. Compensation for any senice under this sub-

12 .section shall be at the rate at which the indixidual was

13 compensated immediately before the effective date speci-

14 fied in section 109(a).

15 (e) Rule of Constructiox.—For purposes of title

16 III. the transfer of the Patent and Trademark Office to

17 the Department of Justice under this .section .shall be

18 treated as if it involved a transfer of functions from one

1

9

office to another.

20 (f) Techxicwl .\.xd Coxformixg Amexdmexts.—
21 (1) Section 1 of title 35. United States Code,

22 is amended to read as follows:

23 "§ 1. Establishment

24 "'The Patent and Trademark Office is an agency of

25 the United States within the Department of Justice, where
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1 records, books, drawing's, specifications, and other i)apers

2 and thing's j^ertaining to patents and trademark regi.stra-

3 tions shall be kept and preser\'ed. except as othenn.se pro-

4 \ided by law.''.

5 (2) Title 35. United States Code, is amended by

6 striking "Secretar}- of Commerce'' each place it ap-

7 i)ears and irserting ''Attorney General".

8 (3) Section 3 of title 35. United States Code.

9 is amended by striking .subsection (d).

10 (4) Section 5316 of title 5, United States Code,

11 is amended by striking

12 "Commissioner of Patents, Department of

13 Commerce."

14 and inserting

15 "Commissioner of Patents and Trademarks.".

1 6 SEC. 206. TECHNOLOGY ADMINISTRATION.

17 (a) Technology Ad.aiixistratio.x.—
18 (1) Gexeral rule.—Except as othemise pro-

19 \ided in this section, the Technology" Administration

20 shall be terminated on the effective date specified in

21 .section 213(a).

22 (2) Office of technology policy.—The Of-

23 fiee of Technolog;}' Policy is hereby terminated.

24 (b) Natio.nal Institute of Stand^uids and

25 Te<ii.\olo(;y.—
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1 (1) Gexkilm. hule.—Except as otherwise pro-

2 \idecl in this subsection, the National Institute of

3 Standards and TechnologA* (in this subsection re-

4 ferred to as the "Institute") shall be transferred to

5 the National Science Foundation.

6 (2) Functions of director.—Except as oth-

7 ennse pro\ided in this subsection, upon the transfer

8 under paragraph (1), the Director of the In.stitute

9 shall perform all functions relating to the Institute

10 that, immediately before the effective date specified

11 in section 213(a), were functions of the Secretary- of

12 Commerce or the Under Secretan- of Commerce for

13 Technology', including the administration of section

14 17 of the Stevenson-Wydler Technologj' Innovation

15 Act of 1980.

16 (3) Laboratories.—(A) The laboratories cf

17 the Institute shall be transferred to the Commerce

18 Programs Resolution Agency.

19 (B) The Commerce Programs Resolution Agen-

20 cy shall attempt to sell the property' of the labora-

21 tories of the Institute, within 18 months after the

22 effective date specified in section 213(a), to a private

23 sector entitj' intending to perform substantially the

24 same functions as were performed by the labora-
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1 tories of the Institute immediately before sucli effec-

2 tive date.

3 (C) If no offer to purchase property under sub-

4 paragraph (B) is' received Anthin the 18-month pe-

5 t riod described in such subparagraph, the Commerce

6 Programs Resolution Agency shall submit a report

7 to the Congress containing recommendations on tie

8 appropriate disposition of the property and functions

9 of the laboratories of the Institute.

10 (c) NaTION^VL TECHNIC-VL IXFOmLVTION Serv-

1

1

ICE.

—

12 (1) Sale of property.—The Commerce Pro-

13 gi-ams Resolution Agency shall attempt to sell the

14 property of the National Technical Information

15 Sen-ice, \\ithin 18 months after the effective date

16 specified in .section 213(a), to a private sector entity

17 intending to perform substantially the same func-

18 tions as were performed by the National Technical

19 Information Service immediately before such effec-

20 tive date.

21 (2) Reco.M.MEXDATIO.ws.—If no offer to pur-

22 chase property under paragTaph (1) is received \\ith-

23 in the 18-month period described in .sueli i)aragTaph,

24 the Commerce Programs Resolution Agency shall

25 submit a report to the Congress eontaiiiing i-ec-
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1 ommendations on tlie aj)propriate disposition of tlie

2 j)iopcity and functions of the National Technical In-

3 formation Senice.

4 (3) FuxDiNO.—No Federal funds may he ap-

5 propriated for the National Technical Information

6 Senici^ foi* any fiscal year after fiscal year 1995.

7 (d) A.MENDMEXTS.

—

8 (1) National institute of stand.vrds and

9 TECHNOLOGY ACT.—The National Institute of

10 Standards and Technology Act (15 U.S.C. 271 et

11 .seq.) is amended

—

12 (A) in section 2(b). by striking paragraph

13 (1) and redesignating: paragfi'aphs (2) through

14 (11) as paragraphs (1) through (10), respec-

1

5

tively:

16 (B) in section 2(d). by striking ". including

17 the programs established under sections 25. 2().

18 and 28 of this Act";

19 (C) in section 10. by striking "Advanced*'

20 in both the .section heading- and subsection (a).

21 and inserting- in lieu thereof "Standards and":

22 and

23 (D) by striking- .sections 24, 25, 26. and

24 -JS.
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1 (2) STE\'ENSON-\n'DLER TECHNOLOGY IXNOVA-

2 TION ACT OF 1980.—The Steveiisoii-WvcUer Tecli-

3 nolog^- Innovation Act of 1980 (15 U.S.C. 3701 et

4 seq.) is amended— '

5 (A) in section 3. by striking- paragraph (2)

6 and redesignating paragraphs (3) througii (5)

7 as paragraphs (2) through (4), respectively;

8 (B) in section 4, by striking paragraphs

9 (1), (4). and (13) and redesignating paragraplis

10 (2), (3), (5), (6), (7). (8), (9), (10), (11). and

11 (12) as paragraphs (1) through (10), respec-

12 tively;

13 (C) by striking sections 5, 6, 7, 8. 9. and

14 10:

15 (D) in section 11

—

16 (i) by striking *\ tlie Federal Laboi-a-

17 toiy Consortium for Technology Transfer,"

18 in subsection (c)(3);

19 (ii) by striking "and the Federal Lab-

20 oratory Consortium for Technology- Trans-

21 fer" in subsectiofi (d)(2);

22 (iii) by striking '*, and refer such re-

23 quests" and all that follows thiougfh "avail-

24 able to the Senico" in subsection (d)(3);

25 and

.tTT> 1-IC 114
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1 (iv) b\- striking- subsection (e); and

2 (E) in section 17

—

3 (i) by striking "Subject to paragraph

4 (2). separate" and inserting in lieu thereof

5 "Separate" in subsection (c)(1):

6 (ii) by striking paragraph (2) of sub-

7 section (c);

8 (iii) by redesignating paragraph (3) of

9 subsection (c) as paragraph (2); and

10 (iv) by inserting "administrative"

11 after ''funds to cany out" in subsection

12 (f).

13 SEC. 207. REORGANIZATION OF THE BUREAU OF THE

14 CENSUS.

15 (a) In Geneilvl.—Effective as of the date specified

16 in section 213(a)

—

17 (1) the Bureau of the Census shall be trans-

1

8

feired to the Department of the Treasury; and

19 (2) all functions which, immediately before such

20 date, are functions of the Secretaiy of Commerce

21 under title 13, United States Code, shall be trans-

22 ferred to the Secretaiy of the Treasurv.

23 (b) I.VTERI.M Sermce.—The indi\idual .sening as the

24 Director of the Census immediately before the reorganiza-

25 tion under this section takes effect may continue sening
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1 in that capacity until a successor has taken office. Coni-

2 pensation for any senice under this subsection shall be

3 at the rate at which such indi\idual was compensated iin-

4 mediately before the effective date of the i-eorganization.

5 (c) Sense of the Congress.—It is the sense of the

6 Congn-ess tliat the Bureau of the Census siiouid

—

7 (1) make appropriate use of any authority- af-

' 8 forded to it b}' the Census Address List Improve-

9 ment Act of 1994 (Pubhc Law 103-430; 108 Stat.

10 4393), and take measures to ensure the timely im-

1

1

plementation of such Act; and

12 (2) streamhne census questionnaires to promote

13 sa\ings in the collection and tabulation of data.

14 (d) Amendments.—Effective as of the date specified

15 in section 213(a)

—

16 (1) Transfer of the bureaf to the v-k-

17 P.VRT.ME.NT OF THE TREASL'RY.—(A) Section 2 of

18 title 13, United States Code, is amended by striking-

IP "is continued as" through the period and inserting

20 "is an agency \vithin, aiid under the juri.sdiction of.

21 the Department of the Trea.sur}-.".

22 (B) Subsection (e) of section 12 of the Act of

23 Febmar}- 14, 1903 (15 U.S.C. 1511(e)) is repealed.

24 (2) Definition of SECRET-Utv.—Title 13,

25 United States Code, is amended in .section 1(2) by
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1 striking "Secretary of Commerce" and inserting

2 "'.Seci-etaiy of the Treasuiy".

3 (3) Rkferences in title i3, united states

4 CODE. TO the DERVRTMENT OF COMMERCE.—Title

5 13, United States Code, is amended in sections 4,

6 9(a). 23(b). 24(e), 44. 103, 132, 211. 213(b)(2).

7 221. 222. 223, 224, 225(a), and 241 by striking

8 "Department of Commerce'' each place it appears

9 and inserting "Department of the Treasurv".

10 (4) Provisions rel.\ting to the secret.vry

11 OK THE treasury.—(A) Section 302 of title 13.

12 United States Code, is amended by striking the la.st

13 sentence thereof.

14 (B) Section 303 of title 13, United States Code.

15 and the item relating to such section in the analysis

16 for chapter 9 of such title are repealed.

17 (C) Section 304(a) of title 13, United States

18 Code, is amended

—

19 (i) by .striking "Secretary of the Treasury'"

20 each place it appears and inserting "Secretary*";

21 and

22 (ii) by striking "Secretary- of Commerce"

23 and inserting "Secretary-".
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1 (D)(i) Section 401(a) of title 13. United States

2 Code, is amended by striking "Secretan- of Coni-

3 meree'" and inserting *'Sec^etar^•".

4 (ii) Section 5(e) of the Foreign Direct Invest-

5 ment and International Financial Data Iniprove-

6 ments Act of 1990 (22 U.S.C. 3144(e)) is amended

7 by striking "Secretary- of Commorce'* and inserting

8 "Secretary- of the Treasure-".

9 (iii) Section 401(a) of title 13, United States

10 Code, is amended by striking "Department of Com-

11 merce" and inserting "Federal Resen-e S^'stem''.

12 (5) COMPE.XSATIOX FOR THE POSITIO.V OF DI-

13 RECTOR OF THE CENSUS.—Section 5315 of title 5,

14 United States Code, as amended by paragi-aph (7)

15 of section 108(e), is further amended by in.seiting

16 (in lieu of the item struck by such paragraph) the

17 follo^^^ng• new item:

18 "Director of the Census, Department of the

19 Treasury'.".

20 (6) COXFIDEXTLVLITY.—Section 9 of title 13,

21 United States Code, is amended by adding at the

22 end the follo^\^ng:

23 "(c)(1) Nothing in subsection (a)(3) shall be eonsid-

24 ered to permit the disclosure of any matter or information

25 to an officer oi- employee of the Department of the Treas-
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1 un- wlio is not referred to in subchapter II if, immediately

2 before the date specified in section 213(a) of tlie Depart-

3 ment of Commerce Dismanthng Act. such disclosure (if

4 then made by an officer or employee of the Department

5 of Commerce) would have been impermissible under this

6 section (as then in effect).

7 "(2) Paragraph (1) shall not apply \\'ith respect to

8 any disclosure made to the Secretary'.".

9 (e) Rule of Construction.—For purposes of title

10 III. the reorganization of the Bureau of the Census under

1

1

this section shall be treated as if it involved a transfer

1

2

of functions from one office to another.

13 SEC. 208. REORGANIZATION OF THE BUREAU OF ECO-

1

4

NOMIC ANALYSIS.

15 (a) In GeneR:VL.—Effective as of the date specified

16 in section 213(a)

—

17 (1) the Bureau of Economic Aiiah^is shall be

18 transferred to the Federal Resen'e System; and

19 (2) all functions which, immediately before such

20 date, are functions of the Secretan* of Commerce

21 with respect to the Bureau of Economic Analysis

22 shall be transferred to the Chairman of the Board

23 of Governors of the Federal Resen'e S^'^tem.

24 (b) Interim Sermce.—The indi\idual sening as the

25 Director of the Bureau of Economic Analysis immediately
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1 before the i-eorganization under this section takes effect

2 may continue sennng in that capacity until a successor

3 has taken office. Compensation for any ser\iee under this

4 subsection shall be at the rate at which such indi\idual

5 tWas compensated immediately before the effective date of

6 the reorganization.

7 (c) Reports.—Mot later than 18 months after the

8 date of the enactment of this Act, the Director of the Bu-

9 reau of Economic Analysis shall submit to the Congi-ess

10 a written report on

—

11 (1) the availability of any private sector re-

1

2

sources that may be capable of performing any or ell

13 of the functions of the Bureau of Economic Anah'-

14 sis. and the feasibility of ha\ing any such functions

15 so performed; and

16 (2) the feasibility of implementing a system

17 under which fees may be as.sessed by the Bureau of

18 Economic Analysis in order to defray the costs of

19 any .services performed by the Bureau of Economic

20 Analysis, when such services are performed otlier

21 than on behalf of the Federal Government or an

22 agency or instrumentality thereof.

23 (d) Rule of Co.xstkl'Ctio.x.—For purpo.ses of title

24 III, the reorganization of the Bureau of Economic Analy-
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1 sis under this section sliall be treated as if it involved a

2 transfer of functions from one office to anotiier.

3 SEC. 209. TERMINATED FUNCTIONS OF NTIA-

4 The following pro^^sions of law are repealed:

5 (1) Subpart A of part TV of title III of the

6 Communications Act of 1934 (47 U.S.C. 390 et

7 seq.), relating to assistance for public teleeommuni-

8 cations facilities.

9 (2) Subpart B of part IV of title III of the

10 Communications Act of 1934 (47 U.S.C. 394 et

11 seq.), relating to the Endowment for Children's

12 Educational Tele\ision.

13 (3) Subpart C of part IV of title III of the

14 Communications Act of 1934 (47 U.S.C. 395 et

15 seq.), relating to Telecommunications Demonstration

16 grants.

17 SEC. 210. TRANSFER OF SPECTRUM MANAGEMENT FUNC-

18 TIONS.

19 There are transferred to the Chairman of the Federal

20 Communications Commission all functions of the Sec-

21 retar}- of Commerce, the Aissistant Secretaiy of Commerce

22 for Communications and Information, and the National

23 Telecommunications and Information Administration

24 under parts A and B of the National Teleconmiunication

25 and Information Administration Organization Act.
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1 SEC. 211. NATIONAL OCEANIC AND ATMOSPHERIC ADMIN-

2 ISTRATION.

3 (a) TER.MIXATION OF AUTHORITY TO ^LUvE FlSH-

4 ERIES Grants.—No financial assistance may be pro\ided

5 under any of the foUoAnng laws, except to the extent the

6 pro\ision of that assistance is a contractual obligation of

7 the TTnited States on the day before the effective date of

8 this section:

9 (1) Section 2 of the Act of August 11, 1939

10 (15 U.S.C. 713c-3), popularly kno^\^^ as the

1

1

"Saltonstali-Kennedy Act"

.

12 (2) Section 1 of the Act of September 2, 1960

13 (16 U.S.C. 753a).

14 (3) The Antarctic Marine Li\ing Resources

15 Convention Act of 1984 (16 U.S.C. 2431 et seq.).

16 (4) The Anadromous Fish Consen-ation Act (16

17 U.S.C. 757a et seq.).

18 (5) P^o^^sions of the Magnuson Fishen- Con-

19 sen'ation and Management Act (16 U.S.C. 1801 et

20 seq.) and the Department of Commerce Appropria-

21 tion Act of 1994 that authorize assistance to State

22 fisher}' agencies to enhance their data collection and

23 analysis systems to respond to coastwise fisheries

24 management needs.

25 (6) The Interjurisdictional Fisheries Act of

26 1986 (16 U.S.C. 4101 et seq.).
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1 (7) Pro\isions of the Fish and Wildlife Act of

2 1956 and the Department of Commerce Appropria-

3 tion Act of 1994 that authorize assistance to State

4 for a coope^ati^'e State and Federal partnership to

5 p^o^^de a continuing source of fisheries statistics to

6 support fisheries management in the States' terri-

7 torial waters and the United States exclusive eco-

8 nomic zone.

9 (8) Provisions of the Fish and Wildlife Act of

10 1956 and the Department of Commerce Appropria-

11 tion Act of 1994 that authorize assistance to States

12 for a cooperative program which engages State and

13 Federal agencies in the coordinated collection, man-

14 agement, and dissemination of fisherv-independent

15- information on marine fisheries in support of State

16 territorial waters and the United States exclusive

17 economic zone fisheries management programs.

18 (9) Provisions of the Act of May 11, 1938 (16

19 U.S.C. 756-757), popularh' known as the Mitchell

20 Act, and the Department of Commerce Appropria-

21 tion Act of 1994 that authorize assistance to State

22 fisheries agencies in the Pacific Northwest to protect

23 and enhance salmon and steelhead resources in the

24 region.
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1 (10) ProNisions of the Pacific Salmon Treaty

2 Act of 1985 (16 U.S.C. 3631-3644) and the De-

3 partment of Commerce Appropriation Act of 1994

4 that authorize assistance to States in fulfiUing re-

5 sponsibihties under the Pacific Salmon Treaty by

6 providing administrative, management, and applied

' 7 research support to the States to meet the needs of

8 the Pacific Salmon Commission and international

9 commitments under the treaty.

10 (11) Pro\isions of the Marine Mammal Protee-

11 tion Act of 1972 (16 U.S.C. 1371-1384) and the

12 Department of Commerce Appropriation Act of 1994

13 which authorize assistance to State agencies for the

14 collection and analysis of information on marine

15 mammals that occur in the State waters and inter-

16 act with State managed fisheries.

17 (12) Pro\isions of the Pacific Salmon Treat}-'

18 Act of 1985 (16 U.S.C. 3631-3644) and the De-

19 partment of Commerce Appropriation Act of 1994

20 that—

21 (A) authorize assistance to States to assist

22 in fulfiUing Federal responsibilities under the

23 Pacific Salmon Treaty by restoring Southea.st

24 Alaska salmon harvests limited bv the treaty
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1 and by restoring salmon stocks as quickly as

2 possible: and

3 (B) help implement a 1989 "Understand-

4 ing bet\veen the United States and Canadian

5 Sections of the Pacific Salmon Commission

6 Concerning Joint Enhancement of

7 Transboundan- River Salmon Stocks".

8 (b) Termination of Fisheries Trade Promotion

9 Progr,ui.—Section 211 of the Act of December 22, 1989

10 (15 U.S.C. 1511b) is repealed.

1

1

(c) Conforming A.mendment to Terminate Fish-

12 eries Promotion and De\t:lopment Transfers and

13 Funds.—Section 2(b) of the Act of August 11, 1939 (15

14 U.S.C. 713e-3), popularly known as the "Saltonstall-Ken-

15 nedy Act", is repealed. Amounts remaining, on the effec-

16 tive date of this section, in the funds established under

17 that section that are not required for the pro^^sion of fi-

1

8

nancial assistance that is not otherwise terminated by this

19 section shall revert to the general fund of the Treasur}'.

20 (d) Termination of Authority to Guarantee

21 Obligations for Fishing Vessel and Fishing Facil-

22 ITY Construction, Etc.—No new guarantee of an obli-

23 gation or commitment to guarantee an obligation under

24 title XI of the Merchant Marine Act, 1936 (46 App.

25 U.S.C. 1271 et seq.) may be made under authority that

•HR 1756 m



85

45

1 was vested in the Secretan' of Commerce on the day be-

2 fore the effective date of this section (relating to obliora-

3 tions for fishing vessels or fishing facilities), except to the

4 extent the making of such a guarantee was a contractual

5 obligation of the United States on the day before that ef-

6 fective date.

7 (e) Termination of Compensation Under Fish-

8 ermen's Protective Act of 1967.—No compensation

9 may be paid under section 10 of the Fishermen's Protec-

10 tive Act of 1967 (22 U.S.C. 1980), relating to compensa-

1

1

tion for damage, loss, or destruction of fishing vessels or

12 fishing gear, except to the extent the compensation was

13 awarded before the effective date of this section.

14 (f) Termination of Compensation to Fisher.men

15 Under Outer Continental Shelf Lands Act

16 A.MENDMENTS OF 1978.—No compensation may be paid

17 under title TV of the Outer Continental Shelf Lands Act

18 Amendments of 1978 (43 U.S.C. 1841 et seq.), except to

19 the extent the compensation was awarded before the effec-

20 tive date of this section.

21 (g) Termination of Miscellaneous Rese.vrch

22 Functions.—The follo^^^ng functions, as vested in per-

23 sonnel of the National Oceanic and Atmospheric Adminis-

24 tration on the day before the effective date of this section,

25 are terminated:
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1 (1) All obsen-ation and prediction functions re-

2 lating to pollution research.

3 (2) All functions relating to estuarine and

4 coastal assessment research.

5 (h) Termination of NOAA Corps.—
6 (1) Termination.—The National Oceanic and

7 Atmospheric Administration Corps is terminated,

8 and the assets thereof shall be transferred to the

9 Commerce Programs Resolution Agency.

10 (2) Disposition of assets.—The Adminis-

1

1

trator of the Commerce Programs Resolution Agen-

12 cy shall attempt to sell the assets of the National

13 Oceanic and Atmospheric Administration Corps,

14 within 18 months after the effective date specified in

15 section 213(a), to a private sector entit\- intending

16 to perform substantisilly the same functions as were

17 performed b}"^ the National Oceanic and Atmospheric

18 Administration Corps immediateh' before such effee-

19 tive date.

20 (3) Report.—If no offer to purchase assets

21 under paragraph (2) is received wthin the 18-month

22 period described in such paragraph, the Commerce

23 Programs Resolution Agency shall submit a report

24 to the Congress containing recommendations on the

25 appropriate disposition of the assets and functions of
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1 the National Oceanic and Atmospheric Admiuistra-

2 tion Corps.

3 (i) Disposal of NOAA Fleet.—The Secretan- of

4 the Interior

—

5 (1) shall cease modernization of the National

6 Oceanic and Atmospheric Administration fleet of

7 vessils and terminate all new construction for that

8 fleet;

9 (2) shall promptly dispose of all assets compris-

10 ing the National Oceanic and Atmospheric Adminis-

11 tration fleet; and

12 (3) may not purchase any vessels for the Na-

13 tional Oceanic and Atmospheric Administration.

14 (j) Office of Oceanic and Atmospheric Re-

15 search.—(1) Except as otherwise provided in paragraph

16 (2) or (3), the Office of Oceanic and Atmospheric Re-

17 search shall be terminated.

18 (2) Functions relating to weather research of the Of-

19 flee of Oceanic and Atmospheric Research shall be trans-

20 ferred to the National Weather Service.

21 (3) (A) The laboratories of the Office of Oceanic and

22 Atmospheric Research shall be transferred to the Com-

23 merce Programs Resolution Agency.

24 (B) The Commerce Programs Resolution Agency

25 shall attempt to sell the property of the laboratories of



88

48

1 the Office of Oceanic and Atmospheric Research, within

2 IS months after the effective date specified in section

3 213(a), to a private sector entity intending to perform

4 substantially the same functions as were performed by the

5 laboratories of the Office of Oceanic and Atmospheric Re-

6 search immediately before such effective date.

7 (C) If no offer to purcheise property under subpara-

8 graph (B) is received within the 18-month period de-

9 scribed in such subparagraph, the Commerce Programs

10 Resolution Agency shall transfer the remaining labora-

1

1

tories to the Department of the Interior, which shall sub-

12 mit a report to the Congress containing recommendations

13 on the appropriate disposition of the property and func-

14 tions of such laboratories.-

15 (k) Nautical and Aeronautical Charting.—(1)

16 The nautical and aeronautical charting functions of the

17 National Oceanic and Atmospheric Administration shall

1

8

be transferred to the Defense Mapping Agency.

19 (2) The Defense Mapping Agency shall terminate any

20 functions transferred to it under paragraph (1) that are

21 performed by the private sector.

22 (1) NESDIS.—{1)(A) The National Emironmental

23 Satellite, Data, and Information Sj'Stem Data Centers

24 shall be transferred to the Commerce Programs Resolu-

25 tion Agency.

•HR 1756 Da



89

49

1 (B) The Commerce Programs Resolution Agency

2 shall attempt to sell the property of the National En\iron-

3 mental Satellite, Data, and Information System Data Cen-

4 ters, within 18 months- after the effective date specified

5 in section 213(a), to a private sector entity intending to

6 perform substantially the same functions as were per-

7 formed by the National Emironmental Satellite, Data.

8 and Information System Data Centers immediately before

9 such effective date.

10 (C) If no offer to purchase property under subpara-

11 graph (B) is received within the 18-month period de-

12 scribed in such subparagraph, the Commerce Programs

13 Resolution Agency shall submit a report to the Congress

14 containing recommendations on the appropriate disposi-

15 tion of the property and functions of the National En\'i-

16 ronmental Satellite, Data, and Information System Data

17 Centers.

18 (2) Functions related to \\^ather satellites of the Na-

19 tional Emironmental SateUite, Data, and Information

20 Sj'stem shall be transferred to the National Weather Sen'-

21 ice.

22 (m) National Weather Service.—(1) The Na-

23 tional Weather Service is hereb\- transferred to the De-

24 partment of the Interior.

•HR IT.Sfi IP



90

50

1 (2) (A) The National Weather Senice shall terminate

2 its specialized agricultural, Marine Radiofax, and forestry-

3 weather sen-ices, and its Regional Climate Centers.

4 (B) The National Weather Senice may terminate any

5 other specialized weather services not required by law to

6 be performed.

7 (n) National ]\Iarixe Fisheries Ser\ice.—
8 (1) Transfer of enforcement func-

9 TIONS.—There are transferred to the Secretarj- of

10 Transportation all functions relating to law enforce-

1

1

ment that on the daj' before the effective date of this

12 section were authorized to be performed by the Na-

13 tional Marine Fisheries Senice.

14 (2) Transfer of science functions.

15 There are transferred to the Director of the United

16 States Fish jmd Wildlife Senice all functions relat-

17 ing to science that on the daj' before the effective

1

8

date of this section were authorized to be performed

19 by the National Marine Fisheries Service.

20 (3) Transfer of seafood inspection func-

21 TIONS.—There are transferred to the Secretary' of

22 Agriculture all functions relating to seafood inspec-

23 tion that on the day before the effective date of this

24 section were authorized to be performed by the Na-

25 tional ^Marine Fisheries Senice.
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1 (o) National Ocean Sermce.—
2 (1) Transfer of geodesy functions.—
3 There are transferred to the Director of tlie United

4 States Geological Sun'ey all functions relating- to ge-

5 odesy that on the day before the effecti\'e date of

6 this section were authorized to be performed by the

7 National Ocean Senice.

'8
(2) Transfer of ^LvRINE and estc.vrine

9 SANCTUARY FUNCTIONS.—There are transferred to

10 the Secretary' of the Interior all functions relating- to

11 marine and estuarine sanctuaries that on the day

12 before the effective date of this section were author-

13 ized to be performed by the National Ocean Senice.

14 (p) En-mronmental Rese^vrch Labor^vtories.—
15 (1) TiLVNSFER.—The en\ironmental research

16 laboratories of the National Oceanic and Atmos-

17 pheric Administration (other than laboratories of the

18 Office of Oceanic and Atmospheric Research, re-

19 ferred to in subsection (j)) shall be transferred to

20 the Commerce Programs Resolution Agency.

21 (2) DlSPOS^VL.—The Commerce Progi-ams Res-

22 olution Agency shall attempt to sell the property of

23 the laboratories transferred under paragi-aph (1),

24 within 18 months after the effective date specified in

25 section 213(a), to a private sector entity intending
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1 to perform substantially the same functions as were

2 i)erformed by the laboratories before such effective

3 date.

4 (3) Report.—If no offer to purchase property

5 undei' paragraph (2) is received Avithin the 18-month

6 period described in such paragraph, the Commerce

7 Programs Resolution Agencj'^ shall submit a report

8 to the Congress containing recommendations on the

9 appropriate disposition of the property and functions

10 of the laboratories transferred under paragraph (1).

1

1

SEC. 212. MISCELLANEOUS ABOLISHMENTS.

12 The follo\ving agencies and programs of the Depart-

13 ment of Commerce are abolished, and the functions of

14 those agencies or programs are abolished except to the ex-

15 tent otherwise pro\ided in this Act:

16 (1) The Economic Development Administration.

17 (2) The Minority Business Development Admin-

18 istration.

19 (3) The United States Travel and Tourism Ad-

20 ministration.

21 (4) The National Telecommunications and In-

22 formation Administration.

23 (5) The Advanced Technolog}' Program under

24 section 28 of the National Institute of Standards

25 and Technology- Act (15 U.S.C. 278n).
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1 (6) The ^Manufacturing- Extension ProgTanis

2 under sections 25 and 26 of the National Institute

3 of Standards and Technology Act (15 U.S.C. 27Sk

4 and 2781).

5 SEC. 213. EFFECTIVE DATE.

6 (a) I.\ General.—Except as provided in subsection

7 (b), this title shall take effect on the effective date speci-

8 fied in section 109(a).

9 (b) Promsioxs Effecth^ ox Date of Exact-

10 -AIE.XT.—The follo^^^ng pro\isions of this title shall take ef-

1

1

feet on the date of the enactment of this Act:

12 (1) Section 201.

13 (2) Section 206 (a)(2) and (d).

14 (3) Section 212.

15 SEC. 214. SENSE OF CONGRESS REGARDING USER FEES.

16 It is the sense of the Congress that the head of each

17 agency that performs a function vested in the agency by

18 this Act should, wherever feasible, explore and implement

19 user fees for the pro^^sion of .services in the performance

20 of that function, to offset operating costs.

21 TITLE m—MISCELLANEOUS
22 PROVISIONS
23 SEC. 301. REFERENCES.

24 Any reference in any other Federal law, Executive

25 order, rule, regulation, or delegation of authority, oi- any

25-138 96-4
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1 document of or pertaining- to an office from wiiich a func-

2 tion is transferred by this Act

—

3 (1) to the Secretary of Commerce or an officer

4 of the Department of Commerce, is deemed to refer

5 to the head of the department or office to which

6 such function is transferred: or

7 (2) to the Department of Commerce or an

8 agfency in the Department of Commerce is deemed

"9 to refer to the department or office to which such

10 function is transferred.

1 1 SEC. 302. EXERCISE OF AUTHORITIES.

12 Except as otherwise pro\ided by law, a Federal offi-

13 ciai to whom a function is transferred by this Act maj',

14 for purposes of performing the function, exercise all au-

1

5

thorities under any other pro\ision of law that were avail-

16 able with respect to the performance of that function to

1

7

the official responsible for the performance of the function

1

8

immediately before the effective date of the transfer of the

1

9

function under this Act.

20 SEC. 303. SAVINGS PROVISIONS.

21 (a) Legal Documents.—^All orders, determinations,

22 rules, regulations, permits, grants, loans, contracts, agree-

23 ments, certificates, licenses, and pri\ileges

—

24 (1) that have been issued, made, granted, or al-

25 lowed to become effective by the President, the Sec-
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1 retan- of Commerce, any officer or employee of an\'

2 office transferred by this Act. or any other Govern-

3 ment official, or by a court of competent jurisdic-

4 tion, in the performance of any function that is

5 transferred by this Act. and

6 (2) that are in effect on the effective date of

7 such transfer (or become effective after such date

8 pursuant to their terms as in effect on such effective

9 date),

10 shall continue in effect according to their terms until

1

1

modified, terminated, superseded, set aside, or revoked in

12 accordance \nth law by the President, any other author-

13 ized official, a court of competent jurisdiction, or operation

14 of law.

15 (b) Proceedings.—This Act .shall not affect any

16 proceedings or any application for any benefits, senice,

17 hcense, permit, certificate, or financial assistance pending

1

8

on the date of the enactment of this Act before an office

19 transferred by this Act, but such proceedings and applica-

20 tions shall be continued. Orders shall be issued in such

21 proceedings, appeals shall be taken therefrom, and pay-

22 meiits shall be made pur.suant to such orders, as if this

23 Act had not been enacted, and orders issued in any such

24 proceeding shall continue in effect until modified, termi-

25 nated, superseded, or revoked by a duly authorized official,
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1 by a court of competent jurisdiction, or by operation of

2 law. Nothing- in thi.s subsection shall be con.sidered to pro-

3 hibit the discontinuance or modification of any such pro-

4 ceeding under the same terms and conditions and to the

5 same extent that such proceeding could have been discon-

6 tinued or modified if this Act had not been enacted.

7 (c) Suits.—This Act shall not affect suits com-

8 menced before the date of the enactment of this Act. and

9 in all such suits, proceeding shall be had, appeals taken,

10 and judgments rendered in the same manner and \\ith the

1

1

same effect as if this Act had not been enacted.

12 (d) NON^VBATEME.VT OF ACTIONS.—No suit, action.

1

3

or other proceeding commenced b}' or against the Depart-

14 ment of Commerce or the Secretary of Commerce, or by

15 or against any indi\idual in the official capacity of such

16 indi\idual as an officer or employee of an office trans-

1

7

ferred by this Act, shall abate by reason of the enactment

18 of this Act.

19 (e) CoxTixuA.vcE OF Suits.—If any officer of the

20 Department of Commerce or the Commerce Programs

21 Resolution Agency in the official capacity of such officer

22 is party to a suit with respect to a function of the officer,

23 and under this Act such function is transferred to any

24 other officer or office, then such suit shall be continued
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1 with the other officer or the liead of such other office, as

2 apphcable, substituted or added as a party.

3 SEC. 304. TRANSFER OF ASSETS.

4 Except as otherwise pro\ided in this Act. so much

5 of the personnel, property, records, and unexpended bal-

6 ances of appropriations, allocations, and other funds em-

7 ployed, used, held, available, or to be made available in

8 connection with a function transferred to an official or

9 agency by this Act shall be available to the official or the

10 head of that agency, respectively, at such time or times

1

1

as the Director of the Office of Management and Budget

12 directs for use in connection with the functions trans-

1

3

ferred.

14 SEC. 305. DELEGATION AND ASSIGNMENT.

15 Except as otherwise express!}' prohibited by law or

16 other\\ise pro\ided in this Act, an official to wiiom func-

17 tions are transferred under this Act (including the head

18 of any office to which fimctions are transferred under this

19 Act) may delegate any of the functions .so tran.sferred to

20 .such officers and employees of the office of the official as

21 the official may designate, and may authorize successive

22 redelegations of such functions as may be necessary or ap-

23 propriate. No delegation of functions under this section

24 or under any other pro\ision of this Act shall relieve the
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1 official to whom a function is transferred under this Act

2 of responsibility for the administration of the function.

3 SEC. 306. AUTHORITY OF ADMINISTRATOR WITH RESPECT

4 TO FTJNCTIONS TRANSFERRED.

5 (a) Determinatio.xs.—If necessan,-, the Adminis-

6 trator shall make any determination of the functions that

7 are transferred under this Act.

8 (b) Incide.vtal Transfers.—The Administrator,

9 at such time or times as the Administrator shall provide,

10 may make such determinations as may be necessary.- ^\^th

1

1

reorard to the functions transferred by this Act, and to

12 make such additional incidental dispositions of personnel,

13 assets, liabilities, grants, contracts, propert}', records, and

14 unexpended balances of appropriations, authorizations, al-

15 locations, and other funds held, used, arising from, avail-

16 able to, or tc be made available in connection \vith such

1

7

functions, as may be necessarv to carrv^ out the pro^'isions

18 of this Act. The Administrator shall pro^^de for the termi-

19 nation of the affairs of all entities terminated by this Act

20 and for such further measures and dispositions as may

21 be necessary- to effectuate the purposes of this Act.

22 SEC. 307. PROPOSED CHANGES IN LAW.

23 Not later than one year after the date of the enact-

24 ment of this Act, the Director of the Office of ]\Ianage-

25 ment and Budget shall submit to the Congress a descrip-
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1 tion of any chano:es in Federal law neeessan- to reflect

2 abolishments, transfers, terminations, and disposals under

3 this Act.

4 SEC. 308. CERTAIN VESTING OF FUNCTIONS CONSIDERED

5 TRANSFERS.

6 For purposes of this Act, the vesting of a function

7 in a department or office pursuant to reestablishment of

8 an office shall be considered to be the transfer of the

9 function.

10 SEC. 309. DEFINITIONS.

11 For purposes of this Act, the following definitions

12 apply:

13 (1) Administrator.—The term 'Adminis-

14 trator" means the Administrator of the Commerce

15 Programs Resolution Agency.

16 (2) Age.xct.—The term "Agency" means the

17 Commerce Programs Resolution Agency.

18 (3) Function.—The term "function" includes

19 any duty, obligation, power, authority, i-esponsibility,

20 right, privilege, acti\-ity, or program.

21 (4) Office.—The term "office" includes any

22 office, administration, agency, bureau, institute,

23 council, unit, organizational entity, or component

24 thereof
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1 (5) Wind-up period.—The term "wind-up pe-

2 riod" means the period beginning on the effective

3 date specified in section 109(a) and ending on the

4 termination date specified in section 106(d).

5 SEC. 310. LIMITATION ON ANNUAL EXPENDITURES FOR

6 CONTINUED FUNCTIONS.

7 The amount expended b\- the United States each fis-

8 cal year for performance of a function which immediately

9 before the effective date of this section was authorized to

10 be performed by an agency, officer, or employee of the De-

1

1

partment of Commerce may not exceed 75 percent of the

12 total amount expended by the United States for perform-

13 ance of that function during fiscal year 1994.

O
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Mr. MooRHEAD. We have several very distinguished witnesses
with us this morning, and I look forward to their testimony on
these important bills.

I now turn to the ranking minority member of this subcommit-
tee, Representative Pat Schroeder, for her opening statement.
Mrs. Schroeder. Thank you very much, Mr. Chairman, and I

really want to thank you for calling this series of hearings on this
le^slation that reorganizes the Patent and Trademark Office. I

jomed you in introducing this bill, and we are both going to intro-

duce also the administration bill. We have found a way to be firmly
on both sides, I guess. The concept is one that we really believe in,

and the details we have to figure out as we go along, so that is

what this is all about.
First, we saw this very week why this is so very important to

move on. We had a fiill committee meeting where we discovered
one more time the user fees generated by the Patent and Trade-
mark Office are just an irresistible cash cow. I will stipulate this

has been a bipartisan problem. When you see this kind of gold
flowing, everybody wants to latch on to the stream.. But the Senate
has really gone beyond and is trying to divert the stream, almost.

I doubt there is a lockbox strong enough to keep peoples' fingers
out of this. This is one of the reasons we think this could be a real

model for a Government Corporation. Furthermore, because this of-

fice is so important, to impose a tax on innovation, which is going
to happen if you start pulling these funds out for general revenues,
will be intolerable. This country needs all the innovation it can get
and we don't need to be taxing it.

There are many ways in which the flexibility of a Government
Corporation structure can allow it to be efficient and effective. We
want to try to accelerate innovation and be competitive in the glob-

al marketplace.
There is an area of critical concern that I have. I spent a long

time on the Post Office and Civil Service Committee and I have al-

ways felt we have done a very poor job of taking care of the people
that make these things work, the day-to-day employees, because if

you don't have high morale and you don't have people who run the
organization, it makes no difference what this organization is going
to look like. We can't invent anything that is going to be better
than the people who run it. So the lack of provisions in the admin-
istration bill dealing with employees and what their status is going
to be concerns me a lot.

If we extend the protections to the PTO employees that are the
fundamental equivalent of those they now enjoy by title V and
other statutory provision, I think we are getting closer to where
they are. But we will have to talk about this, I think, because this

is a group of employees which has become terribly specialized.

Their specialty is desperately needed to make this organization
function, and yet if we are going to treat them like cogs in a wheel,
that is probably not going to work. I am going to be listening care-

fully to proposals for changes we could put in to ensure employees
have the level of protection they deserve.
Pay is one example. Right now, PTO employees are not allowed

to bargain collectively because they are covered by the general
schedule. If you take them off the general schedule, are you going
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to allow them to bargain collectively or what mechanism are you
going to use to set pay, and how are people going to feel that is

fair? There are any number of things that I could walk through
that are now in place and everybody understands. If you remove
them where are you I think employees will feel they are in free-

fall.

I ask unanimous consent to put my statement in the record and
thank you for calling this hearing and moving this issue which is

so critical.

[The prepared statement of Mrs. Schroeder follows:!

Prepared Statement of Hon. Patricia Schroeder, a Representative in

Congress From the State of Colorado

I want to thank you, Mr. Chairman, for scheduling this series of hearings on legis-

lation that reorganizes the Patent and Trademark Office (PTO) as a government
corporation.

I joined you in introducing H.R. 1659, and plan to join you in introducing the Ad-
ministration's bill on this topic when it is ready, for several reasons. First, as our
full committee proceedings earlier this week forcefully reminded us, the user fees

that are paid by PTO's customers are increasingly irresistible as a "cash cow" that
can all too conveniently be tapped for general revenue purposes. As I noted in full

committee, the blame for this practice is bipartisan. However, what we have seen
recently from the other body is a kind of escalation of this practice makes it clear

that the PTO will be seriously impaired if we don't take action to end this practice

entirely. I don't think there is a lock box strong enough to keep sticky fingers out
otherwise. It is a tax on innovation, and it is unfair to PTO customers who pay
these user fees in the expectation that they will be used to deliver services as quick-

ly and efficiently as possible.

I also support this subcommittee's consideration of corporatizing the PTO because
there are a number of ways in which the flexibility of a government corporation
structure will allow the PTO to operate more effectively and efficiently. For exam-
ple, exempting the PTO from the Workforce Restructuring Act, with its personnel
ceilings, makes sense for an entity that is entirely funded by user fees.

Having said that, I want to focus on a critical area of concern, and that is the
importance of havingprovisions in any legislation we ultimately approve that ex-

tend protections to PTO employees that are functionally equivalent to those they
now enjoy by virtue of Title 5 and other statutory provisions. I believe this can be
done consistent with the purposes that motivate us to seek government corporation

status for the PTO, but I am not assured that the proposals before us at this point

do so. So I will be looking carefully at all these proposals to see what changes we
need to make to ensure tnat employees have the level of protection that they de-

serve. The issue of pay, for example, concerns me greatly. Currently, PTO employees
do not have the right to collective bargaining with respect to pay, because they are
covered by the General Schedule pay rates. If we take awav that coverage, what
mechanism are we affording to the employees to ensure that their pay is fair?

I look forward to today's testimony, and to the opportunity to discuss these con-

cerns with our witnesses.

Mr. MOORHEAD. Thank you. I agree with a lot of things you have
said. This is not necessarily a final package.
What we are all trying to do, we care about the Patent and

Trademark Office. We want to make it work, and I am as irritated

by the raids on the Office for money as you are. That is probably
why we have this bill before us.

Mrs. Schroeder. Keep their mitts off the money.
Mr. MooRHEAD. We made a promise when we raised the fees

that users paid that the money would be used to update that Office

and to speed up the granting of patents and the procedures of the

Office and automating. Everybody can't resist getting their hands
on that money, it doesn't matter which party it is. So something
has to be done.
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We will be very much interested in some good, sound advice as

to how we can make the bill better. It is not going to pass over-

night. I am very, very much interested in the comments of our first

witness, the Assistant Secretary of Commerce and Commissioner of

Patents and Trademarks, the Honorable Bruce Lehman. He served
as counsel to this subcommittee for 9 years, and as chief counsel

for a number of those years. He has been a kev player on intellec-

tual property issues in the United States and aoroaa. He has head-
ed numerous delegations to consider international intellectual

property issues at the World Intellectual Property Organization. He
is here today representing the administration. Welcome, Commis-
sioner Lehman.

STATEMENT OF BRUCE A LEHMAN, ASSISTANT SECRETARY
OF COMMERCE AND COMMISSIONER OF PATENTS AND
TRADEMARKS, PATENT AND TRADEMARK OFFICE, U.S. DE-
PARTMENT OF COMMERCE
Mr. Lehman. Thank you very much, Mr. Chairman, and I really

want to thank you again for your leadership in—as a steward of

our Nation's intellectual property system. This hearing is a perfect

example of that, to take time out of a busy Congress to focus on
this issue.

I really appreciate the opportunity to be here to present the
views of the administration on proposals to grant the Patent and
Trademark Office the flexibility needed to create a responsive and
businesslike organization of the type that is included in H.R. 1659,
your proposal.

I just would like to make a comment following up on what Mrs.
Schroeder said. She referred to the Patent and Trademark Office

as a gold mine. It really is a gold mine, but the gold mine isn't the
fee revenue that it generates. The gold mine is the commercialized
innovation that it makes possible in our economy, that produces
millions of jobs and great economic opportunities and international
economic competitiveness for the United States. That is where the
gold mine is.

The legislation that you have introduced and the administra-
tion's proposals are really designed to make that mine work more
efficiently and better so that it stimulates the economy even more
than it does at the present time.

I would like to say that, you know, we can't pick up the morning
newspaper and not read about all the conflicts in Washington and
the disagreements that we have on a bipartisan basis. I think
sometimes that is very much overplayed, and this is a perfect ex-

ample of where actually great minds are thinking alike. It is very
clear that the time has come to revisit the structure of the Patent
and Trademark Office and the similarities between your pro-am
and the administration proposal are probably greater than the dif-

ferences. I have no doubt that we will be able to come to an accom-
modation and provide the users of the system and the citizens of

this country with a better system in the near future.

Vice President Gore has taken a personal interest, I wanted to

make clear, in this matter as a part of the administration's overall

"Reinventing Government" project and has been very much in-

volved in it. There is a press release at the press table from the
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Vice President, because the administration testimony and the bill

that we will submit to you represent our views on how to make the
Government in general more accountable and more competitive and
we want to be able to use private-sector models wherever possible.

I want to apologize for the lateness in getting our testimony up
here, but part of tne reason was that this is considered to be very
important in the administration at the highest level, not simply be-

cause of the Patent and Trademark Office. It is obviously impor-
tant for the intellectual property system, but it is important for

government in general because we see this very much as a tem-
plate, as a model for what we might do with other Federal agen-
cies, as well, to make them work better. So I think that we prob-
ably have more agreements than we have disagreements, and those
agreements are shared I think at the highest level in the Congress
and in the administration.
Perhaps I can outline a couple of the concepts that underlie the

administration's approach to this legislation. They are, first, that
we should recognize that the administration, the Government, has
a policy role, but it also then has a role oftentimes to deliver serv-

ices to people. And we think sometimes that the policy advice and
the service delivery functions should be separate where the tradi-

tional controls that a Presidential administration has on policy

questions really don't relate to the delivery of a service. But it is

also very important to recognize that we not throw out that very
important policy function in our attempt to deliver better services.

Another concept that is guiding us in the administration is that
we believe that agencies that deliver services should be permitted
to hire chief executive officers with management experience to be
in charge of the delivery of service functions. And we think that
those nonpartisan professionals who are hired to perform those
service delivery functions should have set before them clear and
measurable goals so that their progress can be measured, their pro-

ductivity can be measured, and they can be held accountable and
also be rewarded for meeting the goals.

In exchange for that increased accountability for performance
and for customer service, organizations like the reorganized Patent
and Trademark Office naturally then should be able to receive con-
siderable flexibility from the traditional government system in

human resource management, budget, procurement and other ad-
ministrative functions. In effect, what we are suggesting is that or-

ganizations should be judged less by the Federal personnel manual
and the GSA manual, et cetera, and more by what the customers
think about the services that the organizations are delivering, just

like the private sector.

We think that this approach is right in theory and practice, and
the bill that we are going to be submitting to you embodies these
basic principles and will transform the examining functions of the
Patent and Trademark Office into the first performance-based or-

ganization in the entire Federal Grovernment, and we hope to use
this as a template for other matters as well.

The proposal for a wholly owned government corporation that is

established under H.R. 1659, as well as the proposal being pre-

pared by the administration, give the Patent and Trademark Office

the flexibility that we feel it needs to adapt resources as demand
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for its services increases. An essential element is that the fees paid

by the users of the services and purchasers of the products, includ-

ing foreign users and purchasers, would continue to fund the orga-

nization, and no taxpayer money would be required.

Our bill, and your bill as well, Mr. Chairman, establish a per-

formance-based, customer-oriented organization. In our bill, that
organization will be called the U.S. Intellectual Property Organiza-
tion, and it will be responsible for the examination of all patent
and trademark applications and for other services regarding the
grant of patents and the registration of trademarks such as making
patent and trademark data publicly available, et cetera.

One of the differences between our bill and the bill that you have
introduced is that we have an Under Secretary of Commerce in our
bill who would be appointed by the President with the advice and
consent of the Senate and who would issue policy guidance to this

organization on the conduct of a patent and trademark examina-
tion; and this Under Secretary would sign the letters patent and
trademark registration certificates, and would advise the Secretary
of Commerce and the administration, the U.S. Trade Representa-
tive and other departments and agencies on intellectual property
issues, including international issues. We think that this separa-
tion of the responsibilities of the Under Secretary and the organiza-
tion that actually administers patent and trademark examination
services are an important part of our bill, and we think it is very
important that that policy function still have accountability to the
highest levels of government.
The actual patent and trademark examining organization would

be run by a chief executive officer, a CEO, who would be a pointed
by the Secretary of Commerce and would serve on the basis of a
6-year contract with the Secretary. Now, the Secretary of Com-
merce would evaluate the performance of the CEO based on an an-
nual performance agreement that would be negotiated between the
two parties, including factors such as the proaucti\aty of the orga-

nization, and then the Secretary of Commerce would be able to re-

ward efficient and effective performance with a bonus.
Flexibility in work force management would be provided under

our administration proposal through exemptions from many of the
existing laws that govern personnel matters for Federal employees;
there is a similar provision in H.R. 1659, and I would be more than
happy to discuss with Mrs. Schroeder her concerns regarding that.

Like your bill, Mr. Chairman, our administration bill would pro-

vide flexibility in procuring services, equipment and property by ex-

empting the Patent and Trademark Office from a number of the
laws that govern procurement by taxpayer-funded Federal depart-
ments and agencies. These are the key features really in our ad-

ministration bill. I might point out some of the differences between
H.R. 1659 and the administration bill and try to note some of the
reasons for those differences, and we can have an ongoing dialogue
about them.

First, your bill, Mr. Chairman, as you know, would create a Pat-
ent and Trademark Office unassociated with any government de-

partment or other agency, and it would have a Commissioner ap-
pointed by the President, with advice and consent of the Senate,
and the Commissioner would report directly to the President. This
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contrasts with the administration bill where we still give a consid-

erable role to the Secretary of Commerce and Under Secretary of
Commerce for Intellectual Property.

The reason for that is though it may sound at first blush to be
a nice idea to have a Commissioner of this organization that re-

ports directly to the President, as a practical matter, we believe

that it is very unlikely, as set up under H.R. 1659, that the head
of the Patent and Trademark Office would have much access to the
administration, not nearly the kind of access to a President that

you get when you have a seat at the Cabinet table, as we have now
with the Secretary' of Commerce. We are in a dialog with the Con-
gress on this issue, but we feel very strongly that American busi-

ness, by and large—and that is certainly true of intellectual prop-

erty businesses—needs that seat at the Cabinet table.

I have the title of Assistant Secretary of Commerce, and there

have been many, many times, had we not had that very high-level

access, in which the interests of the intellectual property system
would not have been properly taken care of.

There is a certain irony to this. There was a time in which the

Commissioner of Patents and Trademarks was not an Assistant
Secretary of Commerce. We found during that period of time that

even though the title was great and the Commissioner was ap-

pointed by the President along with three other officials of the Pat-

ent and Trademark Office, that you just didn't have that kind of

access and representation.

A very important part of my iob right now is to be the advocate

—

not just to run the Patent and Trademark Office as its CEO, but
to be the advocate for the intellectual property system. A fabulous
agreement that we negotiated in the Uruguay Round, the TRIPS
Agreement, which is going to return billions of dollars of lost reve-

nue to this country by ending piracy around the world on both the

patent and trademark and copyright sides was really developed
and negotiated right in our office as a part of that Assistant Sec-

retary of Commerce function that the Commissioner has.

Mr. Bono. May I ask, how are you ending piracy?

Mr. Lehman, Mr. Bono, we are never going to end piracy any
more than we are going to end, I suppose, shoplifting in super-

markets or drug stores.

Mr. Bono. I thought I heard you say you are going to end piracy.

Mr. Lehman. Perhaps I misspoke; we are bringing piracy that is

occurring on an international basis very, very much under control,

and the first step in that regard was to persuade many of our trad-

ing partners around the world—in many cases where they had no
intellectual property laws that truly protected intellectual prop-

erty—to pass such laws as patent, trademark and copyright laws.

That is one of the major benefits of the TRIPS Agreement. There
are major countries around the world that did not have effective

protection for intellectual property in their legal systems, and now
they will.

We have an ongoing effort with our Office in conjunction with the

USTR to work on a bilateral basis and we have discussions going
on with at least 18 countries around the world to monitor their im-

plementation of the TRIPS Agreement and to use all resources
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available to us to make certain they implement that agreement and
that they do crack down on piracy.

A very good exaniple of that was the bilateral agreement that we
entered into with China earlier this year which has already re-

sulted in the shutting down of some of the pirating CD factories

and so on. That is a very good example of the progress that we
have made.
Now, I think, as I said, you have to analogize this to shoplifting.

K-Mart hasn't figured out how to brin^ shoplifting down to zero,

but they certainly have developed techniques to keep it very much
under control and that is very much what we are working to try

to do.

[The prepared statement of Mr. Lehman follows:]

Prepared Statement of Bruce A. Lehman, Assistant Secretary of Commerce
AND Commissioner of Patents and Trademarks, Patent and Trademark Of-
fice, U.S. Department of Commerce

Mr. Chairman and Members of the Subcommittee, Thank you for this opportunity
to provide the views of the administration on proposals to grant the Patent and
Trademark Office the flexibility needed to create a responsive, business-like organi-
zation, including the proposal in H.R. 1659.
The Administration believes it is important to transform all agencies that have

a clear mission, clear measures of performance, and are self-supported through their
own revenues into business-like, performance-based, customer-oriented organiza-
tions that have the flexibility inherent in a wholly-owned Government corporation.
The Patent and Trademark Oflice is Just such an organization.
As Congress and the President woric toward creating a balanced budget, there will

be differences of opinion regarding what Government should do, but there is com-
mon ground on how Government should work. Both Democrats and Republicans
want all Government organizations to be performance based and customer oriented.
Two years ago. Vice President Gore presented President Clinton with a blueprint

to create a Government that works better and costs less. Last week, he presented
a progress repwrt on the implementation of those recommendations. In that report,

he also presented new recommendations and said:

We must have a Government that is accountable—not Just every four
years at the voting booth, but everyday. But if we are going to hold agen-
cies and individuals accountable for accomplishing certain things, we must
also ensure they have the kind of flexible authority they need in order to

do what needs to be done. They can't succeed with one (or both) hands be-
hind their back.

Vice President Gore recommends agencies measure their results, be more account-
able, be competitive, and privatize wherever possible. His concept of performance-
based organizations has several components, Which have been incorporated into the
legislation to be sent to this Committee shortly. These are:

Separate policy advice from service delivery functions.

Hire a chief executive officer with management experience to be in charge of
the service delivery functions. The CEO would hire through a competitive
search, for a fixed term, with a clear contract for services to be delivered. Half
of his or her pay will be based on performance. The CEO would have to meet
the targets set in his or her annual performance agreement to be eligible for

all or some of the bonus.
Set clear, measurable goals and measures of progress and productivity.

In exchange for increased accountability for performance and customer serv-

ice, the organization would receive flexibility in human resource management,
budget, procurement, and other administrative functions.

The concept of transforming agencies into performance-based organizations, as is

proposed in the legislation we will present shortly, is not some new, untried concept.
The British Patent Office undertook a similar transformation five years ago and cut
its costs by 40 percent and increased its productivity by 3 percent per year.

This approacn is right in theory and right in practice. Innovators across the globe
have taken it and successfully put it into place using an agency-by-agency approach.
The bill we will describe today does just that. It will transform the patent and
trademark examining functions of the Patent and Trademark Office into the first
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Performance-Based Organization in the Federal Gkjvemment. The Administration
will propose similar organizations elsewhere in the Government in the next few
montns, but it is especially important to start with the Patent and Trademark Office

because transforming it quickly is important to America's global economic position.

Let me explain why it makes sense to begin transforming the Federal Govern-
ment by starting with the Patent and Trademark Office. First, it is not funded with
taxpayer money. Our operations are paid for by those who use our services and buy
our information products. Our workload consists primarily of patent and trademark
applications filed by individuals and businesses in the United States and from other
countries. These applicants, both domestic and foreign, pay fees for the services they
request. They expect and deserve the prompt and emcient service they pay for.

If all remains as it is, however, as the number of patent and trademark applica-

tions filed increases, the ability; of the Office to process them promptly; and effi-

ciently could decrease. Existing laws and regulations governing Federal employment
and procurement inhibit the Office from hiring additional employees to meet the
ever increasing demand for its services and from acquiring needed equipment and
additional space quickly and at the lowest cost.

The laws and regulations to which I refer serve important purposes in our demo-
cratic system by keeping government expenditures of taxpayer revenues down and
by ensuring that personnel and procurement practices of taxpayer funded Federal
departments and agencies are both uniform and transparent. These same laws and
regulations, however, impede our efforts to respond to the needs of our paying cus-
tomers. These laws and regulations make it difficult for the Patent and Trademark
Office to simply increase our workforce to keep pace with our workload, provide the
competitive salaries needed to retain experienced employees in high-demand fields,

constantly upgrade employees' equipment to improve efiiciency, and increase the
space available for housing both employees and equipment—actions that a private
corporation would take when faced with increasing demands for its services.

As a wholly-owned not Government corporation established under H.R. 1659 or
the proposal "being prepared by the Administration, the Patent and Trademark Of-

fice would have the flexibility it needs to adapt its resources as demand for its serv-

ices increases. The fees paid by users of the services and purchasers of the products,
including foreign users and purchasers, would continue to fund the organization. No
taxpayer moneys would be required.

Triis flexibility provided by the bill would not, however, eliminate oversight of the
organization's activities by the Congress, the President, and the Secretary. This Or-
ganization and all wholly-owned government corporations are subject to the provi-

sions of the Government Corporation Control Act (31 U.S.C. §9101 et seq.). They
must report annually to the Congress on their activities. The Inspector (General re-

sponsible for the organization also would submit reports to the Congress in accord-

ance with the Inspector General Act.

Let me itemize the key features of the Administration's draft bill which will be
forwarded to the Congress shortly. The bill would establish a performance-based,
customer-oriented organization under the direction of the Secretary of Commerce,
responsible for the examination of all patent and trademark applications and for

other services regarding the grant of patents and the registration of trademarks.
The Secretary of Commerce, through the Under Secretary, would retain responsibil-

itv for the sovereign responsibility of granting patents and registering trademarks.
The organization, called in the bill the United States Intellectual Property Organi-
zation (hereafter, the Organization), would be a unique agency of the Department
of Commerce and would report to the Secretary of Commerce. The Organization gen-
erally would not be subject to departmental administrative restrictions, but receive

golicy guidance on patent and trademark matters from a newly established Under
ecretary of Commerce for Intellectual Property. In addition to its responsibilities,

in connection with patent and trademark examination, the Organization would be
responsible for disseminating patent and trademark information to the public and
for performing other duties necessary for the administration of the Organization or
assigned by the Congress.
The Under Secretary of Commerce for Intellectual Property, who would be ap-

pointed by the President with the advice and consent of the Senate, would issue pol-

icy guidance to the Organization on the conduct of patent and trademark examina-
tion, sign letters patent and trademark registration certificates, and would advise
the Secretary and, subject to the authority of the Secretary, the Secretary of State,

the United States Trade Representative, and other department and agency heads,
on intellectual property issues, including international issues. This separation of re-

sponsibilities between the Under Secretary and the Organization will ensure that
patent and trademark functions are performed efficiently and cost effectively and
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that intellectual property is taken into account in deliberations at the highest levels

of Government.
The Chief Executive Ofiicer (CEO) of the Organization would be appointed by the

Secretary of Commerce and would serve on the basis of a six-year contract with the
Secretary. The Secretary would evaluate the performance of the CEO, based upon
an annual performance agreement negotiated between the two, including factors

such as productivity of the Organization, cycle times, efficiency, cost reduction, and
innovative ways of delivering patent and trademark services. The Secretary would
be able to reward efficient, effective performance with a bonus of up to the annual
rate of basic pay of Executive Level 1, the same amount which is the maximum for

the CEO's basic annual salary. If the Secretary found the CEO's performance unsat-
isfactory, the Secretary would be able to relieve him from duty. This incentive-based
employment system should prove a powerful motivator for efficient, high quality,
cost-effective service to the users of the Organization's services.

Flexibility in work force management would be provided by the bill through ex-
emptions from many of the existing laws governing personnel matters for Federal
employees. A similar provision is contained in H.R. 1659. These exemptions are
itemized in an amendment to section 3 of title 35 of the United States Code. These
itemized exceptions would permit the CEO to determine the number of employees
to hire and the terms and conditions of their employment, including supplemental
employee benefits, rates of pay, performance-based compensation, etc., without the
limitations imposed on taxpayer-funded departments and agencies by many of the
provisions of title 5 of the United States Code. The Administration bill also will con-
tain a provision exempting the Organization from the full-time equivalent (FTE)
ceiling contained in the Federal Workforce Restructuring Act and linking FTE levels

to workload and productivity. Instead, the organization would be subject to a ceiling
that could be adjusted annually by a percentage equivalent to the projected change
in patent and trademark application filings projected for that year based upon a lin-

ear regression model spanning ten years and taking into account productivity
changes. This would allow the workforce to change, but in a rational fashion. Let
me emphasize that this feature is one of the most important flexibilities we seek,
and is critical to the future viability of the American patent and trademark systems.
This workforce flexibility is necessary if the Organization is to hire needed em-

ployees quickly as the demand for patent and trademark services increases. Flexibil-

ity is also needed if the Organization is to reduce the high turnover of examiners
that the Patent and Trademark Office routinely experiences, particularly in rapidly
growing fields like biotechnology and computer and software-related technology. By
being able to pay salaries competitive with those offered by the private sector, the
Organization might cease being a mere stepping stone to high-paying jobs in the pri-

vate sector.

This salary flexibility would not be unlimited. An overall salary cap is set for em-
ployees. The CEO could not offer salaries above a rate equivalent to the annual rate
of basic pay for SES Level 6 and total compensation, including basic pay, overtime
and bonuses, but not benefits and retirement, could not exceed the annual rate of
basic pay for Executive Level I.

The Administration's bill, like H.R. 1659, contains provisions designed to smooth
the transition to the corporate organization. Employees of the Patent and Trade-
marfc Office who become officers or employees of^ the Organization would not face
a reduction in salary or job loss as a result of the change for at least one year after
that change occurs. Any leave employees had accumulated before the change would
be maintained. In addition, existing employment and compensation systems would
remain in place until modified, superseded, or set aside by the Organization or a
court, or by operation of law. Retirement and health benefits could not be reduced,
but could be augmented by the Organization. Any changes made in retirement, life,

or health benefits, however, cannot result in benefits that are less favorable than
those in effect at the time the Organization is created.

Collective bargaining agreements in effect the day before the shift to the Organi-
zation would remain in efliect, as would recognition of the bargaining units, until
changed by the parties. Building on the Administration's support for labor-manage-
ment partnerships throughout the Executive Branch, the Dill establishes a joint
committee made up of an equal number of members appointed by the CEO and des-
ignated by the labor organization to assist the CEO by making recommendations re-
garding the design and implementation of any position classification system, any
system to determine qualifications and procedures for employment, any compensa-
tion and awards system, and any augmentations the Organization might make to
retirement and benefits programs. These provisions are all aimed at smoothing the
transition from the existing organization to the new corporate environment.
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Like H.R. 1659, the Administration's bill would provide flexibility in procuring
services, equipment, and property by exempting the Patent and Trademark Office

from a number of laws that govern procurement by taxpayer-funded Federal depart-
ments and agencies. For example, the Federal Property and Administrative Services
Act of 1949 imposes detailed requirements, and sometimes substantial administra-
tive costs, that inhibit the ability of the Patent and Trademark Ofiice to provide
prompt, efficient service to patent and trademark applicants. Under an amendment
to section 2 of title 35 of the United States Code, the Organization would be able
to minimize the cost of acquisition for new equipment while still assuring a competi-
tive procurement process.

To ensure obiectivity, the Secretary of Commerce would be responsible, under the
Administration s bill, for appointing members to the two Boards that review deci-

sions of examiners—the Traaemarit Trial and appeal Board and the Board of Patent
Appeals and Interferences. In addition, the Secretary would set all fees that are
charged by the Organization. Fees would be set to recoup the expenses of the Orga-
nization and fees lor patents could not be used for trademark operations nor could
fees paid by trademarlt applicants be used to cover expenses related to patents. Fi-

nancial relief, in the form of a 50-percent reduction for major patent fees would con-
tinue for individual inventors, small business concerns ana non-profit organizations.
One other key feature in the administration's bill is a provision that would end the
Patent Surcharge Fund on the date that is currently provided for—October 1, 1998.
These are the key features that will be found in the administration's bill. Now

let me point out some of differences between the administration's proposal and H.R.
1659 and note the reasons why we have chosen to draft our bill as we have.
H.R. 1659 would create a Patent and Trademark Office unassociated with any

Government department with a Commissioner, appointed by the President with the
advice and consent of the Senate. The Commissioner would report directly to the
President. This contrasts sharply with the oversight authority the administration
bill gives the Secretary of Commerce and the poficy advisory authority given the
Under Secretary of Commerce for Intellectual Property. We believe that intellectual

property issues should have a strong advocate in all deliberations of the Govern-
ment on issues that might afiect intellectual property. We also believe that consider-

ation of intellectual property policy issues should take place in a forum where other
views and considerations can be brought to bear. Neither of these would be assured
if the head of the organization responsible for patent and trademark functions were
not part of the Cabinet structure of the Government. As the department responsible
for encouraging the development of technology and for promoting exports of U.S.
produced goods and services, the Department of Commerce is the logical place for

oversight authority related to the Organization responsible for patent and trade-

marii ninctions of the Government.
H.R. 1659 provides for a Management Advisory Board of 18 members. The Presi-

dent, the Speaker of the House of Representatives, and the President pro tempore
of the Senate would each appoint 6 members of the Board, no more than of wnom
could be from the same political party. The Board members would serve for terms
of six years. The Chair of the Board would be appointed by the President and would
serve for 3 years. The bill specifies that the members of the Board are to represent
the interests of diverse users of the Patent and Trademark Office and they are to

include individuals who have backgrounds and achievements in corporate finance

and management. The Board would nave its own staff and would be provided access

to records and information except for personnel and privileged information, includ-

ing information in patent applications. Its function would be to review policies,

goals, performance, budget, and fees of the Office and advise the Commissioner on
these matters and prepare an annual report for the President and the House and
Senate Judiciary Committees. The report would also be published in the Official Ga-
zette.

The administration does not believe that an advisory board is necessary to provide

appropriate oversight for the operation of a wholly-owned Government corporation

that administers the patent ana trademark laws. As I mentioned in connection with
the Administration's bill, the Organization would be subject to review by the inspec-

tor general who would be responsible for preparing a report to Congress under the

requirements of the Government Corporation Control Act. Finally, under the Ad-
ministration's bill, the Secretary of Commerce would also oversee the operation of

the Organization and would evaluate the CEO's performance based upon the per-

formance agreement reached between the Secretary and the CEO annually. Under
those circumstances, we believe an advisory board would add costs without improv-

ing performance.
Under H.R. 1659, the current system, under which Congress established the fees

for the patent-related services and products and authorized adjustments by the
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Commissioner based on the Consumer Price Index, would remain in place. We be-
lieve that this is impractical. It hobbles the organization's ability to plan for the fu-

ture by making future income dependent not on anticipated costs based on accurate
projections of future patent and trademark filings but on the fees originally set in

the law and the changes in the Consumer Price Index since 1992. The Administra-
tion's bill will direct that fees be set to recover costs directly related to the provision

of services and products. Those considerations, and the oversight authorities to

which I've referred before, should be sufficient to ensure against any excessive fees.

As you are aware, Mr. Chairman, the Congress has failed to appropriate approxi-
mately $60 million in Patent Surcharge revenues over the past four fiscal years.
While H.R. 1659 would require that the Patent and Trademark oflice Surcharge
Fund be eliminated on the effective date of the act and that all residual and unap-
propriated balances in the Fund be transferred to the Patent and Trademark Office
at tne same time, it does not provide a pay-go offset as required by the Budget En-
forcement Act. The Administration's bill, consistent with the President's budgets as-
sumes elimination of the patent Surcharge Fund and discretionary appropriations
bennning in fiscal year 1999 when OBRA expires.
There are other oifferences between H.R. 1659 and the Administration's draft bUl,

but I will not address them here. The Administration is continuing to review H.R.
1659 and will provide additional written views. We understand that the Department
of Justice has serious Constitutional and other concerns with H.R. 1659. The Ad-
ministration believes that the time has come to convert the Patent and Trademait
Of^ce into a wholly-owned Government corjwration responsible for the examination
of patent and trademark applications and related services and for distributing infor-

mation products concerning patents and trademarks. Only by establishing such a
corporation can we ensure that, in the face of an ever increasing workload, tne users
of our services and purchasers of our products, who fully fund the operations of the
Office, will continue to receive the prompt, efficient service they expect and deserve.

Mr. MOORHEAD. Thank you. We appreciate your coming and we
will have a round of questions now. I will start out.

On page 7 of your testimony you indicate that the new PTO £)or-

poration would not be subject to Department of Commerce regula-
tions and restrictions, but would only receive policy guidance. What
does that really mean?
Mr. Lehman. What it means is that for all the purposes of our

procurement, our budget, our personnel system, the Patent and
Trademark Office would function as a Government Corporation and
would basically be able to set up its own systems and would not
have to consult with anybody in the Commerce Department. How-
ever, when it comes to policies, it would be very much under the
control of the Secretary of Commerce. Let me give you an indica-
tion of what some of those policies might be and maybe you will

understand the distinction better.

We have very important differences of opinion regarding intellec-

tual property issues. We have a lot of agreements among us, I

think. For example, I think we all agree that we should have a
more efficient, more downsized government on both sides of the
aisle, the administration and Congress; but we have legitimate dis-

agreements, and that is why we have more than one party and why
,1 we have elections.
^- Some of the differences are very sensitive. For example, we had

a press conference by a group of religious organizations and envi-

I
ronmental type organizations about 3 months ago indicating that

\\ we should not issue patents on life forms. There has been an issue
;r in the past, for example, should we issue patents on the products
if' of human fetal tissue research. Those are very sensitive policy
'questions. President Clinton may have one view on those, I may
es
have another, but if President Clinton is replaced by a President

:ht of the other party, that President is entitled to have his views re-
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fleeted, the views reflected by the electorate, in the intellectual

property system.
It is one thing to have a very efficient examination system so

that examiners have the best system of performance and pay and
are provided incentives to do a great search of the prior art, and
that they have all the computer systems necessary to do their job.

It is quite another matter simply to turn over to a non-policy-ori-

ented bureaucrat the right to make these very, very sensitive policy

decisions. That is why we would maintain a strong Cabinet-level

role and that Cabinet-level role obviously will reflect whoever hap-
pens to be sitting in the White House. And we know over a period
of time that that will change and that will reflect the will at that
given moment of the American people, as it ought to do.

Mr. MOORHEAD. Why does a Government Corporation need au-
thority to revise patent and trademark fees beyond the authority
to make annual adjustments for inflation in accordance v.ith

changes in the Consumer Price Index? All the governments that we
have had have been grabbing money out of this fund anyway, and
-if we allow them to keep their money, are they going to need to

increase their fees, other than the cost-of-living increases?
Mr. Lehman. Under the present legislation, we don't have to in-

crease fees to keep up with the CPI. In fact, the first year that I

was Commissioner, we did not do so. We actually forewent one of

our fee increases, and we probably would have been able to do so
last year as well had not money from our fees been diverted.

So the current legislation, keep in mind, is only permissive. It

does not mandate any increases in fees.

I think a very important principle behind trying to make this op-
eration more efficient is that, to the extent that we can make it

more efficient and provide higher quality services at less cost, the
benefits of those efficiencies should be passed through to the users
of the Patent and Trademark Office through lower fees.

One of the reasons, one of the other differences, I think, between
our proposal and H.R. 1659 is that we would have the Secretary
of Commerce setting the fees, and under your proposal, the Con-
gress would continue to do so. And let me say I have the utmost
respect for the Congress, and the Congress is the sovereign author-
ity in this country and is ultimately, if it wishes, in a position

where it should be able to set these fees. As a practical matter,
however, it is difficult.

I don't need to tell you how hard it was to schedule this hearing
this morning. It would be more difficult for Congress to get in-

volved in some of the minutia of fee-setting at the Patent and
Trademark Office, where you have hundreds of people wanting to

be heard, wanting to testify about it. If we set up a procedure ad-
ministratively where, under the oversight of Congress where the
Under Secretary or the CEO of the Corporation can, you know,
take time out of his schedule or her schedule to sit there and hear
hundreds of people advise them on all of the fine points of the fee

system and then have the flexibility administratively to set that fee

system—of course, under the supervision of the Congress, which
can always change what is done—I think we will just have a more
efficient system mat will work better.
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Let me say a word about fees, because I think—as we have a dis-

cussion about this as we go forward, one of the problems of the cur-
rent fee structure, I think, is that it doesn't necessarily reflect what
we really do in the Patent and Trademark Office. It is kind of a
broad-brush approach and we, in effect, have a cross-subsidization.

Not every patent takes the same amount of time to grant. And we
end up sometimes encouraging inefficient practices in the Patent
and Trademark Office simply because of our fee structure.

We, for example, encourage patent examiners to get an applicant
to divide up a patent application into multiple applications because
each application carries with it another fee. Where you have a very
complicated patent, say, a biotechnology patent that may take an
enormous amount of time to examine, there is a great deal of artifi-

cial pressure to get the applicant to divide up that application sim-
ply so we can get the tees to properly examine the application.
Those are the kinds of things I think we need to look into in a lot

more detail, because they not only may be unfair to patent appli-
cants in general, but may encourage inefficiency in the examination
process. It is hard for Congress to get into that level of detail. It

is much easier to do that administratively inside the Grovernment,
and then of course with congressional oversight, which can always
review anything that is done.
Mr. MoORHEAD. One of the issues that does come up as you start

changing the form in which the Office should operate is the rela-

tionship with the employees, and I think Pat somewhat touched on
it. The legislation relaxes the civil service requirements for hiring
and firing employees.

Is this important? What is to stop the Office from hiring incom-
petent people and firing employees arbitrarily? I know the unions
are concerned about this. But the Patent and Trademark Office has
no competition. If the Office is given flexibility to pay employees
whatever salary it wants, what will prevent the Office from paying
every employee the statutory maximum or being overgenerous with
money?
This is an area we have to discuss. We have got to decide what

stops and what goes. I would like your comments on that.

Mr. Lehman. First of all, I think you hit on a very important
point which we can never lose sight of, and that is that under any
proposal that we have right now and that I can imagine for the im-
mediate future, that you can't use a completely private-sector
model for the examination of patents and trademarks because you
are not going to have competition. You are not going to have that
fundamental discipline of the market place if there are two people
out there providing the services.

That really gets oack to the point about having some supervision.
I see we will nave congressional supervision, but also we need to

have some supervision on behalf of the Presidency, on behalf of a
Cabinet official, because in the substitute I think in government
generally—and sometimes it is an imperfect substitute but it is the
best thing we have been able to come up with so far—for agencies
that don't really have marketplace pressure is the discipline of poli-

tics. Elected officials—the President is responsible for what goes on
in his administration, and you are responsible for what goes on on
the Hill. That is one of the reasons why we feel strongly about con-
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tinuing this role within a Cabinet department, specifically the De-
partment of Commerce.
With regard to the union questions and the employee questions,

let me say that one of the differences between H.R, 1659 and the
administration bill is that H.R. 1659 contains no provision for hav-
ing an organized work force under the Federal Labor Relations Act,

whereas the administration's bill specifically provides for that.

The administration bill in fact will provide the following:

It will provide for continuation oi all of the existing contracts
that we have with our three labor organizations. We have three
unions at the Patent and Trademark Office today. We have two
locals of the National Treasury Employees Union, one of them rep-
resents the trademark professionals, the attorneys, and the other
represents all of the clerical employees. And then we have the Pat-
ent Office Professional Association, which represents the patent ex-

aminers.
All contracts, under our proposal, with those three organizations

would be transferred to the new Intellectual Property Organization
that we would set up. That would be the starting point.

Then we specifically provide—one of the things that I am fairly

proud of, and it again is an initiative that the Vice President led

in the administration generally, so we set up partnership councils
all over the Federal Government, and I think we have one of the
best ones in our operation, where we meet regularly, management
aird all of the labor organizations. We made a lot of progress in de-
veloping a more harmonious relationship there. We would institu-

tionalize that by having in this organization a permanent manage-
ment-labor council which would advise the chief executive officer on
a wi(^ range of policies.

There would be collective bargaining on impact and implementa-
tion for all personnel matters, including pay. Now, at the present
time, we don't have bargaining in the Federal Government over
pay, we don't have the Federal Government bargaining over the
classification system.

Obviously, one of the things that we will be doing if this new
corporatized entity goes into effect is that we will have—like any
entity in the private or public sector, we will have to have a per-

sonnel manual. We won't have the straitjacket of the manual 0PM
develops right now; we will be able to develop one that is more tai-

lored to our needs, that recognizes maybe we need a specific class

of people—a Ph.D. biotech examiner for example, and if we have
a cracKerjack biotech examiner with a Ph.D., we don't necessarily

have to stick him into a management position just to give him a
raise, if he is doing a great job and we need to be able to give him
a raise in order to keep him there and keep him doing a good job.

We will set up our own personnel system in an orderly way in con-

sultation with employees and there will be impact and implementa-
tion bargaining over all those decisions under our proposal.

So we think that that really does pretty much provide both for

a more efficient system, but at the same time will give us—our em-
ployees the protections of the right to organize as they have now
under the Federal Labor Relations Act, and then will give them the
right to have considerable input in the decisions of management.
The new partnership council will be one form of giving advice, and
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impact and implementation bargaining will be the other control

that we will have in the administration bill.

Mr. MooRHEAD. The gentlelady from Colorado.
Mrs. ScHROEDER. Thank you, Mr. Chairman.
I want to thank Commissioner Lehman for being here. As al-

ways, Commissioner, your testimony is very informative and to the
point. I think I hear you saying that basically you have no prob-
lems with transferring protections people now have by virtue of
title V if you are gomg to transfer the contracts, et cetera. Is

that
Mr. Lehman. Yes. I think there are aspects of title V that don't

really fit us. The present G.S.-l through -15 system and the SES
svstem, that doesn't fit us verv well. That is one of the changes
that we want to make. We will presumably have a different sys-

tem. Keep in mind, the purpose of this is to do better by our em-
ployees.

One of the big drags any organization has on it is if you can't

do well by your employees and they are unhappy, the organization
isn't going to work very well. A fundamental purpose of this

corporatizing legislation is to permit us to do well by our employees
so that we can provide them with the maximum incentives and the
best possible environment to be efficient and to do a good job. That
is the starting point. So we will take what we have now, which is

obviously title V-based, we will develop a new personnel manual,
we will develop that in consultation with this labor-management
council that is provided for.

What we don't want to have happen is, to have a sort of classic

situation where we spend 5 years—one side has to take an unrea-
sonable position and the other side has to take an unreasonable po-
sition and we spend 5 years and we are in Federal court "dotting
the i's and crossing the t's" on what our personnel manual is going
to look like. That is kind of an old-time model of management-Tabor
relations. You will find that in any competitive business, even in

the automobile industry today, they have gotten away from that a
lot. They are trying to have a more cooperative model, and that is

what we want.
So we have a council that will work on it. Management then will

have the flexibility to set up a system, a new personnel manual
which will, I am quite confident, maintain most, if not all, of the
protections that we now have, and probably a lot more advantages
for employees under title V; and then we will have bargaining over
impact and implementation. "Impact" means negative impact, so if

there is a negative impact of anything in this new personnel man-
ual, there will be the right to bargain on that.

Mrs. ScHROEDER. I think the real concern is, number one, to

make sure this doesn't become something where there would be pa-
tronage violations; this should not become a patronage corporation
where you can just move everybody out and move new people in.

So having some kind of formal protection against that, written into
the corporate structure so that these are professional people and
merit people and not patronage people, becomes important.

I think there is a critical point about how you enforce these
things. We would want the corporation to be able to remove people
for cause, but no one has ever allowed the employer to totally de-
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termine solely what is for cause in the Groverninent. We have had
different agencies that make sure that it doesn't become autocratic
or something that is out of control.

The concern that everybody has is, what do you do on those two
things, and how do you determine pay, because again the title V
stuff or the pay survey stuff or things that people have looked at
before don't really fit. These are all things, I think, we need to fig-

ure out because it seems to me that one of the things the Corpora-
tion should have is a floor that you can't fall through. You certainly

wouldn't want a patronage trapdoor to open up, or you wouldn't
want a retaliation trapdoor to open up.

That is my real concern, how do we craft that, because I think
this is going to be a model for future government organizations.

Mr, Lehman. I think that obviously you start out with a statu-

tory foundation for anything, and we have that in our bill. H.R.
1659 has no statutory foundation. The administration bill specifi-

cally does. Under the oversight, in our case, of the Secretary of

Commerce and also the Congress, you develop a personnel manual
which will be developed in the open, and you—in our case, we are
proposing to have an impact implementation bargaining specifically

on issues, like pay, like the classification system, what is going to

be the impact on an employee, how will it be implemented.
I am glad you used that word "patronage," because it gives me

an opportunity to make another point about the bill and about the
difference between H.R. 1659 and the approach that we will be
sending up.

First, let me say there is no patronage; I am not aware that
under any administration of any party, probably within living

memory of any person alive today, that there is patronage at the
Patent and Trademark Office, with the sole exception of the very,

very limited number of schedule C employees we have—I think,

right now, two at the Patent and Trademark Office, my confiden-

tial assistant and another person in our Public Affairs Office, who
are political appointees.
Mrs. ScHROEDER. That is how I think it should be. I really don't

think you should politicize the Patent and Trademark Office.

Mr. Lehman. We haven't had patronage, don't have it, and are
not going to have it.

But I do think it raises a point why it is important to have the
Under Secretary of Commerce for Intellectual Property and to sep-

arate the management of the Corporation from that. Under the ad-

ministration bill, the Secretary will conduct a competitive search
for a CEO. This will be a strictly professional search, that will be
a nonpartisan search, and then the CEO will be hired under a con-

tract. We envision this person as being not a political-type person.

This will be a professional manager, paid on the basis of perform-
ance.

Under H.R. 1659, the head of the Corporation will be appointed
directly by the President and confirmed by the Senate. Now we
think it is important to have Presidential involvement, but that
should be for a policy person, not for the person that runs the com-
pany. So in a sense, when you get to this patronage point, I think

our administration bill is designed, more than H.R. 1659, to insu-
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late the organization from being used as patronage. Patronage has
connotations.

I think we all agree that there is a role for political appointees
in the Federal Grovernment to serve that policy process. You don't

want to have computer experts or biotech patent examiners hired
on a political basis.

Mrs, ScHROEDER. Thank you very much.
Mr. Hoke [presiding]. I am going to recognize myself now for

some questions. I would like to go back to the question of pricing

models with respect to the fee schedules.
You clearly have an understanding that when you are using mo-

nopoly pricing models that it is very difficult to get any sense of
what the real value of a particular product or service is because
there is nothing to measure it against. One of the things that we
were taught in a fundamental economics course in college is that
the worth of a thing is the price it will bring, except in a monopoly
when you have nothing to test it against.

You stated that the pricing mechanism will be affected by the
discipline of politics. My question would be, what about the abuse
of politics? What I don't understand is how you go about pricing
the amount that each of these services is going to actually cost?

Mr. Lehman. Well, right now, the way the system works is that
we total up how much money it costs us to operate and then the
fees are basically established, although they are statutory fees,

keep in mind. But when they were originally developed, they were
pretty much developed on the basis of what it cost us to actually
examine and issue the patents and the trademarks and do our job.

So right now it is a system—it is as if you had a private company,
say, Ford Motor Co., and Ford Motor Co. took how much does it

cost us to put out the cars, and that is going to be our price.

In a sense that is how the private sector does do it. The dif-

ference is, in the private sector they have Greneral Motors, Chrys-
ler, Honda, or Toyota, so if they find that once they total up all the
costs and their costs are more than the next guy's, they have to

take pretty quick action to start reducing those costs; otherwise,
they are not going to be in business much more. That is the thing
that is missing in any kind of Government Corporation.
Mr. Hoke. I understand that. I think we all understand that.

What I am suggesting to you is that the discipline of politics as
being the thing that is going to attenuate price is not a satisfactory

way to go about it. What I am asking you, and I guess I am asking
you this now and I am asking you to go back to the drawing board,
is to actually propose a more comprehensive method for determin-
ing pricing. Because as you say, this isn't is just about the Patent
and Trademark Office; tnis is about creating models for the rest of
the Government, and I think—I don't see where you are coming
from in terms of a realistic way to figure out what these things
ought to cost and what we should be charging for them.
Right now we run a surplus in the Office; is that correct?

Mr. Lehman. Not really. I guess we have a surplus to the extent
that we managed to get by with about $20 billion of our revenue
being diverted to other areas.
Mr. Hoke, In other words, we take in $20 million more than we

are spending on the Office, so that is a $20 million profit or sur-
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plus. We can argue about whether that should stay in the Depart-
ment or not. I think that is a good argument, but I don't think we
have gotten closer to a responsible, moughtful pricing model for

what these services should be
Mr. Lehman. Mr. Hoke, I would say this. The bill that we have

sent up, and certainly H.R. 1659, neither one of them really are
what I would call "pricing" or "fee reform" bills; that is sort of a
separate issue. But I agree it is a very important issue.

Mr. Hoke. It is important because if we don't get to that, then
we can't get to what we ought to be paying people and what it

should cost to run the Office.

Let me change the subject to the other side of this, the issue of

the amount of money that will be paid to employees; and particu-

larly, let's go to the executive level 1 CEO salarv, not because I am
particularly interested about this particular salary, but using this

as a model for what is going to be used in other departments in

the Government. My first question, is why do you need a salary
mechanism that essentially can double the CEO—this is a civil

servant, but we are calling it a CEO because it is in a new kind
of a privatized organization; why is it we need to double the salary?
Around $125,000 is the top salary, is that about right?

Mr. Lehman. My salary is at $118,000 and the top salary under
executive level 1 now is $149,000.
Mr. Hoke. Say $150,000. We are saying that we would be able

to double that to give an incentive for maximum performance, cor-

rect? That is what your legislation is.

Mr. Lehman. Yes.
Mr. Hoke, My first question is, what is the rationale behind

that—not in terms of the incentive part; I understand that. But are
you saying that we are not offering enough money at $150,000 as
a top salary to attract the best and the brightest? Is that the prob-
lem?
Mr. Lehman. That is exactly what we are saying. I think all of

us who are Grovernment officials, I took a substantial salary cut
when I took this job in the Clinton administration and I would sus-

pect some of you did so when you ran for Congress, and certainly

could earn aaditional money doing other things. But, you know,
there is an attraction to—even in this day and age when it is pret-

ty tough to be a public servant, there is still an attraction to being
in the policymaking process that causes people to have a big incen-

tive to want a policy job in government, particularly in an adminis-
tration where for appointed officials we have effective term limits.

We have no expectation of serving longer than 4 years at any given
point in time.
Mr. Lehman. We also know that we are not going to do this for

our whole life and that we are going to have to go out and do some-
thing else later. And so, when you are talking about policy officials,

talking about Under Secretary of Commerce, you are going to get

some talented, bright people who are going to come and do that.

On the other hand, when you are talking about somebody just to

come in and run an organization. I can tell you a specific example.
Our information system is a hundred million dollar a year oper-

ation. The man who was running that when I first came into the

job, retired. And I had the idea in mind that there are all these

J



119

people in the private sector. You know, companies are downsizing.
There must be some, like, midlevel executive at IBM or DEC or
something like this who would be crackerjack to run our informa-
tion system.

I said, I am going to conduct a nationwide search for a person.

I am going to advertise in the Wall Street Journal, Los Angeles
Times, New York Times, so on, Chicago Tribune, and we did, to

find this person who was out of a job in the private sector and
could come work for us.

And the interesting thing about it is, in that search, in the end
we ended up hiring a person to be our CEO from elsewhere in the
Government. And the reason for that is that we simply were not
competitive. We could not attract

Mr. Hoke. OK I appreciate that.

Mr. Lehman [continuing]. Somebody from the private sector to

take that function.

Mr. Hoke. So the bottom line is we are not offering enough
money to attract the best people who are available?

Mr. Lehman. When you are talking about a strictly professional

function and somebody can earn $250,000 at IBM and the most
they can earn is $120,000
Mr. Hoke. Well, then how does this in one specific person, in the

CEO's place—I mean—I mean, it seems to me that you are taking
a band-aid approach to a larger problem. The larger problem is one
of compensation generally for very difficult and highly skilled posi-

tions. And you are saying that we are going to do it with this one
CEO, where you can have a bonus up to 100 percent of the execu-
tive g^ade 1 pay.
Now, and let me—and let me also say that I think that when you

draw a distinction between a, quote, policy person, and the person
who is running the company—and that is what you were saying.

I mean, that is a distinction that simply does not exist in the pri-

vate sector. The policy person is the CEO. The policy person is the
person who is running the company on a day-to-day basis, and that
is the CEO.
And to suggest somehow that there is a distinction or there is a

bright line that is drawn between this CEO and a person that is

making policy as dictated by the Secretary of Commerce, should
such a department even exist, or somehow through the President
or the political process, and that there is some difference there, I

think just, first of all, doesn't understand the private sector and
doesn't understand how companies are run on a day-to-day basis
or a private corporation like this runs on a day-to-day basis. Be-
cause you can't draw those distinctions.

Mr. Lehman. Well, I think private sector chief executives don't

have the right to interpret the law and make it stick. I don't know
of any private sector executive that has the right to say we shall,

as a matter of policy, issue patents on the products of human fetal

i
tissue research or we shall not do it. And that is the kind of policy

I

authority that a-

Mr. Hoke. Well, then I would suggest-
Mr. Lehman [continuing]. Public official has that the private sec-

tor doesn't.
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Mr. Hoke. I would suggest, Mr. Commissioner, you are probably
putting in a title, chief executive officer, that is well beyond the in-

tention of what you are saying. Because that title implies a great
deal of responsibility that is not simply administrative. And what
you are saying is that this position would strictly be an administra-
tive position and not have policy

Mr. Lehman. Policy of the type that I described. Clearly, there
are other—the kind of policy authority that CEO's in the private
sector have, this person would have.
We talked about the personnel system. Obviously, there are lots

of kinds of personnel systems that you might have. The nature of

the products, where you put resources, how you relate to your cus-

tomers, what your strategy is going to be for making your cus-

tomers happy with you, those are all policy questions. But they are
not the kind of political policy questions that are unique to Govern-
ment officials, that inherently get wrapped up in an organization
like the Patent and Trademark Office. And we just need to recog-
nize that, separate that function from the corporate policy type
function. There is such a thing as corporate policy. It is different

from government policy.

Mr. Hoke, Well, I want to—I want to let some other people ask
questions. And since there is so few of us, if anybody wants to ask
at any time.
Mr. Becerra. Mr. Chairman.
Mr. Hoke. Yes, let me finish up with one—well, go ahead, please.

Mr. Becerra. No, no, go ahead.
Mr. Hoke. Well, my thought is this, and that is that, you know,

we—^there have been so many attempts at reinventing government
over a long period of time, and I think it would be irresponsible not
to be skeptical of any of these attempts. And I am not talking

about on a partisan basis. You know, whether the attempt comes
from this administration or from this Congress, I think that it—

I

think that the law of unintended consequences is so pervasive and
powerful, and it is so easy to make decisions and decide to do
things in a way that we think is going to have these great impacts,
when we iust haven't thought them through maybe as thoroughly
as we ought to.

And I have some genuine skepticism regarding this proposal. Not
because I don't think we ought to downsize Government. We ought
to make it more efficient, more effective. But I don't think that we
have gotten at the basic issues here. And the basic issues are try-

ing to come up with a way of—with a pricing model inside of a mo-
nopoly that is realistic and genuine and coming to task also and
coming to terms with the problem of attracting the kind of people
that we need in an agency such as this when we have got the con-

strictions that exist with respect to pay grades. And we ought to

talk about those things openly and not think that we are going to

solve this problem by creating a new private
Mr. Lehman. Well, Mr. Hoke, if I could just suggest, this is a

—

these legislative proposals are a first step toward being able to get

to the kind of better solution that you are talking about.

And if I can just say a word about the fee structure, because
there is a difference between the two bills. I personally think that
our fee structure at the Patent and Trademark Office needs a lot

y
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of work. But that is not the sort of thing that we can have 3 days
of public hearings with six witnesses and get to the bottom of it.

It is the sort of thing, if you set up this system that we are talking
about and then let these professionals get in there and, really get
into the meat of the things.

I mean, they can hire some consultants, they can have public
hearings and have hundreds of people come and testify. We are
even now on the Internet. People can talk to us electronically. Real-
ly get the information, really get some input and lots of models,
then I think you will see people will be able to come back with real-

ly educated responses to the questions that you are asking.
And these bills are first steps toward putting us in that position

and having a more perfect society.

Mr. Hoke. Well, I like first steps, but I always get nervous when
I see—there is a big difference between a first step and legislation

that is actually in written form where we are getting ready to mark
something up.
Mr. Becerra.
Mr, Becerra. Thank you very much, Mr. Chairman.
Mr. Lehman, first of^^ all, thank you for being here; it is us a

pleasure to have you testify before us. I would like to focus the
time that I have on the whole issue of labor-management relations.

It is a concern to some of us.

Can you give me an idea, mostly speaking in terms of the admin-
istration's proposal, not so much the bill that is before us today,
but the administration's proposal, about what you foresee to be the
adverse effects upon the Corporation were current employees at the
pro to have the same rights to collective bargaining that they cur-

rently have or might have in a traditional private sector setting?

Mr. Lehman. Well, first, with regard to the rights to collective

bargaining that employees currently have, the administration's bill

is labor neutral in that it basically transfers the existing system
into the new Corporation with, actually, some additional benefits.

Part of that existing system is our partnership council idea and so

on, so forth. Actually, that would be made part of the statute in

this legislation.

When one looks at private sector, I think this would be very a
controversial matter. You know, our employees right now are cov-

ered under the Federal Labor Relations Act. And there is also a
separate National Labor Relations Act that covers employees in the
private sector, and it works entirely differently. And that is what
people at General Motors and Ford and other places have, and one
could say we would be covered under that act. And if you wanted
us to go that route, that is what you would do.

My discussions with our labor organizations indicate that that is

! not what they want. As is always the case when you are trying to

make change, it is the tension that occurs between the devil that
you know and what you don't know. And to some degree, that also

goes to Mr. Hoke's questions about the fee system.
One thing we know, if we stay static in human affairs, we will

! never make progress. We will never go anywhere.
You try to be prudent when you are making change, I think. We

have tried, with regard to labor relations, to build on the existing

system. Undoubtedly there will be an evolution in this particular
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enterprise. I very sincerely hope that it will be one that will be a
model that will do better by the employees and have improved Fed-
eral labor relations. And tnat is where we are—that was the basis
of the administration's approach.
Mr. Becerra. So are you saying that in any transition, were we

to adopt the administration's proposal, that the rights of employees
to collectively bargain within the PTO would remain the same or

be enhanced? Or would they be diminished?
Mr. Lehman. Well, technically, they are the same. In many ways,

they would be enhanced because there will be an opportunity now
to discuss with employees matters that are now settled matters
where they can't get a benefit.

You know, we just talked about an issue here—^about pay. And
Mr, Hoke expressed some concern that we shouldn't have a CEO
that would be paid more than a government official, for example.
Well, when I talked about my problem with the CIO person, infor-

mation officer, I could have said the same thing about patent ex-

aminers in the biotech area or people in the complicated computer
arts.

I think one of the things we need to have is the flexibility to give
some people raises to get them out of that straitjacket G.S.-l
through -15 system. So I think there are going to be benefits for

the employees, but we are going to give the employees collectively

a right to have some input into that and control because we are
going to have impact and implementation bargaining on any deci-

sion that is made to change the personnel structure.

Mr. Becerra. OK So I think what you just focused on at the end
of your statement there is the fact that you would be requiring that
there be some type of employee management committee?
Mr. Lehman. That is correct.

Mr. Becerra. So you would require that, which is not something
that is currently required?
Mr. Lehman. That is right. It is not in the law now.
Mr. Becerra. And as I understand it, your proposal also would

provide some exemptions to title V of the U.S. Code.
Mr. Lehman. Well, the Patent and Trademark Office is not going

to be governed under title V—or the intellectual property organiza-
tion—anymore. It will have its own personnel manual, which will

be developed with input from this joint labor-management council.

And then any final decisions that are made on that manual will be
subject to impact and implementation bargaining.
Mr. Becerra. And, see, that is where I have a concern. Because

this joint council, which is mandated, in essence mandates that
both sides sit down. And if the union should find that it is not
something that is beneficial, they have no choice and they are, in

essence, having to sit down to perhaps bargain away certain rights.

Mr. Lehman. Well, I don't think that they are going to have the
right to bargain over impact and implementation.
The other model would be that we would have, the National

Labor Relations Board model, that is used in much of the private
sector. And it would require a new election. Our bill just transfers

the existing unions into the intellectual property organization.

Employees would have to decide who they wish to represent
them in that context. And the employees would have the right to
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strike, and they would be able to say, unless you pay us what we
want and do exactly what we want, we would be able to strike and
we think we have come up with the appropriate model here for a
Federal agency, even though it is a Federal agency with consider-
able more flexibility to do better by its employees.
Mr. Hoke. Mr. Becerra, would you yield?

Mr. Becerra. Sure.
Mr. Hoke. Thank you. Because I am fascinated and somewhat

confused by what I am hearing here.

What you are saying is that, in your legislation, you mandate
management employee groups, and this is legislation that the Vice
President has a personal interest in. And yet at the NLRB there
have been recent, recent—^you know, 2 years ago now—^rulings that
make it very clear that such management-labor t)^e committees
are illegal and may not be entered into. Which is why there is a
bill called the Team Act which, as you know, labor is very much
opposed to. It is a bill that will be coming up later this year.

Mr. Becerra. Well, the committees aren't illegal per se. They are
illegal unless they are formed in the cases of employment settings

where there is a collective bargaining agreement in place.

Mr. Hoke. Where there is already one in place. But, presumably,
you are talking about—^but this is with government—I mean, these
are government employees who are members of government em-
ployee unions.

I

Mr. Becerra. So requiring this type of joint committee is what
' concerns me, because I am not certain to what degree employees
who already have an agreement or have an employment relation-

ship with the PTO are going to be a part of the discussions and
ultimate decisions on anything that would translate into this joint

committee. Both in terms of what they can do
Mr. Lehman. Well, the committee consists of the union, I mean,

representatives of the union. So, presumably, the employees voted
for the union officers, and they voted to also certify that particular
union. So I think the assumption is that through that mechanism
the employees are having their input.

Mr. Becerra. And is it the case—are you saying that the em-
ployee unions are in agreement with the administration's proposal
that we should have a joint committee?
Mr. Lehman. I think you would have to talk to the employee

unions about what their position is. I think there may be some dif-

ferent positions among the different unions.

I
Mr. Becerra. Thank you.

I
Let me ask a couple other questions. Is there anything in your

legislation, your proposed legislation, that would provide for some
form of review of allegations of management abuse? For example,
if an employee claims that there was a denial of emplojmient with-
in a certain job classification or promotion or particular pay issue,

is there some type of review? Is it an independent review? What
type of review would be permitted?
Mr. Lehman. The legislation doesn't get into that level of detail.

Just like the fee savings situation, we could sit here in this com-
mittee and we could write a new personnel manual for the Patent
and Trademark Office. I think it would probably be a pretty imper-
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feet one. So the idea here is that a new personnel manual will be
written for

Mr. Becerra. By whom?
Mr. Lehman. For this organization.
Mr. Becerra. Who will write the personnel manual?
Mr. Lehman. That will be written by the management in con-

sultation with the employees under this council arrangement.
By the way, the existing contracts will automatically apply. So

then the new system will—people wdll start sort of where they are
now. The new system will be developed in consultation. Manage-
ment will write the manual, and then if there is anything in there
that the employees don't like about it that will be subject to imple-
mentation and impact bargaining.
That seems to us to be a pretty reasonable model as to how to

proceed. Would you suggest another model?
Mr. Becerra. Well, I don't know if I understand this model that

you are talking about. Is it consultation or is it some form of active
decisionmaking where there is, in some cases, an equal vote to per-

haps even veto something taking
Mr. Lehman. We are trying to make the Corporation more effi-

cient. Title V right now does not permit Federal employee unions
to bargain, for example, for pay right now. It doesn't permit them
to bargain over the classification system.
Mr. Becerra. But what if we should have an instance where the

new Corporation says the pay scales for comparable positions that
we have now categorized as G, whatever, should be less?

Mr. Lehman. Well, I think that would be subject to impact. That
has an impact. Wouldn't it be a negative impact? So I think it

would be subject to impact and implementation bargaining.
Mr. Becerra. So that means that
Mr. Lehman. That means that if the union were able to assert

that there was a negative impact on the employees in carrying this

out, then they would be able to raise that in bargaining. And if we
had a disagreement, then they would be able to litigate that, as

they now can. I think the alternative model—

—

And frankly, I will just be very candid about this, and I am sure
that you will hear from some of our unions about an alternative

model. And this administration is very committed to a fair shake
for Federal employee unions. I want to make that absolutely crys-

tal clear.

The alternative model is to have an old-time, old-fashioned, let's

slog it out over every little point, every little detail of the—from the
start, and give unions virtually a veto power over every single deci-

sion about, literally, the drafting of the personnel manual, as op-

posed to the impact.
Now there will be consultation. Now the difficulty with that is

that that will—we are trying to make something that works more
efficiently, that works better, as opposed to spending, you know, 5
years in Federal court or 10 years or 15 years litigating this and
having the organization under a cloud for a long period of time.
Mr. Becerra. I am not trying to pass judgment on whether your

proposal or implementation is best or not. I am just concerned be-

cause, ultimately, PTO, which has proven to be successful and is

a money-making operation—that is one of the reasons why there
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is consideration of making it private—is, in essence, nothing more
than the emplojyees that make it up. So the Corporation would not
be successful if the employees, the workers there, did not make it

successful from the very top, the Commissioner, down. All I am
saying-
Mr. Lehman. You are 100 percent correct. That is the whole

thrust of this, to make people happy there.

Mr. Becerra. So as we become private, let's remember that what
has made this organization successful and will make it, we hope,
continue to be successful as a private corporation or a semiprivate
corporation will be the people from the Commissioner on down.
And I would hope that in the transition we don't forget that. We
want to bring everything that has made us successful.

Let me ask one last question with regard to contracting out. The
issue of contracting out is one where we always want, as we have
been discussing, to go towards the most efficient, the most cost-ef-

fective way of doing business. In the process of contracting out,

would you be supportive of language, whether in your proposal or
any other proposal, that would say that we would make sure that
in the use of non-Corporation employees to perform work of the
Corporation that that contracting out would occur only where such
services would be the most practical, practicable, efficient and cost-

effective?

Mr. Lehman. Would I be
Mr. Becerra. Would you accept the language that says some-

thing to the effect that it has to be—in the process of contracting
out, you have to reach the decision that it is the most practicable,
efficient and cost-effective?

Mr. Lehman. Well, let me say that that is certainly our view.
That would be my view.
By the way, one of the reasons why
Mr. Becerra. That would be your view, to include that with-

in

Mr. Lehman. No, that should be the criteria for contracting out.

I mean, I think that is almost common sense. I will have to consult
with my colleagues in the administration as to whether or not we
think it would be advisable to put that in the statutory language.
Mr. Becerra. But let me ask you when you
Mr. Lehman. This again gets to the point, we are trying to create

an organization that has some management flexibility so that man-
agers can run the organization, the employees can do their job. And
if one starts to get the Congress into, you know, the decisionmak-
ing process of, you know, processing the Ts and dotting the I's of
how the organization works, then you run counter to—that general
philosophy.
And so I have to say that my personal reaction would be that I

would prefer not to see that put in the legislation. But I would give
you my pledge that that is the way I view it and that is the inten-

tion of how this will work.
Mr. Becerra. Let me ask
Mr. Lehman. Can I say a word about contracting out?
Mr. Hoke. Mr. Becerra, we have to get to Mr. Bono.
Mr. Becerra. If I could ask one last question, conclude with this

question.

25-138 96-5
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I know you to be an imminently logfical man. If in fact you wish
to head in the direction with regard to any contracting out that we
go there because it is more effective, it saves us money, it is more
efficient, why wouldn't you just want to say that?
Mr. Lehman. You know, Mr. Becerra, it is not for me to get in-

volved in the committee's business. And if you wish to offer that
amendment and your colleagues agree with it, I think that is

Mr. Becerra. I would like you to be supportive.
Mr. Lehman. What I am concerned about is the slippery slope of

trying to write a labor-management contract in this legislation.

And if we get on that slippery slope, I think we are going to have
a little bit of a problem.
And my last appearance before the subcommittee was on another

piece of legislation, and one of the things I expressed concern about
is that some of the private parties involved wanted to write a con-

tract in the Federal copyright law. And it just is not a very efficient

way of doing things.

Mr. Becerra. I would submit to you that saying that we should
be as efficient and cost-effective as we can be has nothing to do
with labor-management relations. If we can be more efficient and
cost-effective by contracting out, so be it. But if we won't be more
efficient, then we shouldn't contract out.

That, to me, doesn't mean you are going into the labor-manage-
ment relationship. What you are saying is let's just be as produc-
tive as we can be, whether we are public or whether we are pri-

vate.
Thank you, Mr. Chairman, for being so gracious with the time.

Mr, Hoke. Thank you.
I want to go to Mr. Bono, but I want to take just 90 seconds be-

cause I think this—I really believe that, for the record, it is impor-
tant to make the observation that when this administration in its

responsibility as the shareholder, if you will, of the PTO and in

thinking about how it will go about reinventing not just the PTO
but obviously using, per vour testimony, the PTO as a model for

all of government, what this administration says is that, as a mat-
ter of proposed legislation, it believes strongly that labor-manage-
ment committees should be a part of an ongoing enterprise. And I

think it is particularly schizophrenic that this same administration
through the DOL 2 years ago made a very, very different kind of

judgment.
Aiid all I can say is I think I am very encouraged that when it

has the responsibility itself of trying to work out models about
what will work best for the American people, for the taxpayer and
for models of efficiency in terms of getting services deliverea in effi-

cient ways, that the Government in this particular administration,
with the personal interest of Vice President Gore, opts for labor-

management committees.
And at this time I would like to recognize Mr. Bono.
Mrs. SCHROEDER. Mr. Chairman, can I just interfere for one sec-

ond? I have got a defense conference going on that I have got to

go to. I really apologize. Could we ask for permission to submit
questions for the record of this and the further panels? Because I

really apologize.

Mr. Bono. Did you want to ask more questions?
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Mrs. ScHROEDER. No. No. I will submit questions to the record
and to the panels, too. And I hope I get back, but you know, de-
fense, when they lock us up with the Senate, you never know.
Mr. Bono. If you had any additional questions, you want to ask?
Mrs. ScHROEDER. Thank you.
Mr. Hoke. Mr. Bono.
Mr. Bono. Thank you, thank you for appearing. I would like to

go a little broader than some of the questions that have been
asked, although they are important and they are unsolved.

I agree with you on some of the points that you make, for in-

stance, the CEO, to compete with the private sector, I even think
you are still short when you get that high-powered. But let me ask
you this. How—how many gross dollars annually do you think you
would represent with a private Corporation like this?

Mr. Lehman. Well, right now, we are a revenue-based organiza-
tion. And the members may not be fully aware of this, but, for ex-

ample, if our revenues decline or we have some shortfall in reve-

nue—for example, if somehow or other patent or trademark filings

go down during a given year, we have to respond to that. We can't

spend money that we don't have.
So, right now, already as a government agency, we operate in

that sense a little bit like the private sector. We don't have an ap-
propriation of a certain amount of money where we can just go to

the Federal Treasury and take money out of it. And, right now,
those revenues are running about $610 million a year. So we look

at ourselves as a $610 million business. That is what we are.

Mr. Bono. That basically is

Mr. Lehman. We hope that that is going to grow to about a bil-

lion by the end of the decade. That is good news for American econ-
omy, because it means a lot of people are coming up with new tech-

nology and interested in using our services.

Mr. Bono. Well, there is no question in my mind that you have
a great grasp on this industry and how it needs to be streamlined
and that it does need to be streamlined. I think those are good rep-

resentations.

Now you are talking about giving somebody a business that could
gross a billion dollars a year. And one of my concerns there is, as
it stands now, it doesn't represent big dollars to any individual, any
kind of way. So I—by that, I think there is no reason to get cute
or playing any games or to give honest representation. When you
are a private corporation, you represent that big of an industry,

that is a tremendous amount of power that you control—or that
someone controls.

So on a broader scope, do we—my fear is we lose the equity here
for the representation of the public. How would that be protected?
There doesn't seem to be a strong accountability factor, as far as
the representation is concerned.
Mr. Lehman. Well, I think we have to be careful when we talk

about private, when we use the word privatizing the PTO. We are
not privatizing it. We are using a device already in place, the Gov-
ernment Corporation Control Act, and both bills, the chairman's
bill, H.R. 1659, and the administration proposal would reorganize
the PTO under the Grovernment Corporation Control Act.
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Now, that doesn't mean we are going to issue stock to the public.

It doesn't mean that the CEO or the managers are going to get
stock options or anything Hke that. They will still be government
employees. And under our bill they will be very much subject to the
supervision of the Secretary of Commerce on all policy matters.
Furthermore, their compensation will be capped. The compensa-

tion of everyone but the CEO is capped at $149,000, and the CEO
can get a bonus of up to double that but only if he meets perform-
ance criteria that are established on an annual basis by the Sec-

retary of Commerce.
And so it uses a private sector model. I think that is what a lot

of private sector corporations do with their management and man-
agers do with their subordinates is they say this is your perform-
ance, this is how we are going to judge you, and you will get paid
a certain amount of extra money if you meet these criteria. But it

is a very, very controlled situation.

As you pointed out, Mr. Bono, if we have just the most cracker-
jack CEO person here and they meet all their performance goals,

they will still be paid far less than the typical chief executive of
even a $600 million a year corporation. So we are taking a step

—

it is a next step—to make this Government organization work bet-

ter.

But I don't think we should fool ourselves. This is not a private
organization. This is an attempt to perfect government and make
it work better. And we are all struggling with that in the adminis-
tration and on the Hill, and we probably haven't come up with the
perfect answers yet, but we think that your proposal and our pro-

posals are steps in the right direction.

And I am sure that before you are done marking up this bill that
it will be perfected even more and that we will probably want to

come back and change it 10 years from now, but that is just a part
of making progress.

Mr. Bono. Does your bill include copyrights?
Mr. Lehman. No. Our bill has nothing whatsoever to do with the

copjrright system or the Copyright Office, other than the fact that
the Under Secretary of Commerce for Intellectual Property will, as
is the situation now with me, continue to be the President's pri-

mary advisor and the Cabinet's primary advisor for the broad
range of intellectual property issues, including copyright matters.

The Copyright Office, which registers copyrights, is currently lo-

cated in the Library of Congress. We haven't chosen at this point

to make any recommendations in that regard. We have responsibil-

ity and we are very concerned about policy matters, but that it is

for this committee and for the Congress to determine the structure
of the Copyright Office.

Mr. Bono. If there is a dispute over copyrights, does that stay
here or would that go to

Mr. Lehman. Well, there are rarely situations in which you
would say there is a dispute over copyrights, because keep in mind
that the way the Copyright Office works is that the Copyright Of-
fice registers copyrights. It records the property interest. The Copy-
right Office is very much like a register of deeds in real estate in-

terests. A copyright subsists from the moment of creation of a
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work. The Grovemment agency doesn't have to give you a copyright
for you to have it.

On the other hand, a patent or a trademark
Mr. Bono. Let me interrupt you.
Mr. Lehman [continuing]. You only have when the Government

gives it to you.
Mr. Bono. There is a dispute now over copyrights, over when

cop^ight owners have the right to performance money or not,
which is going on between many private industries and songwriters
who hold copyrights. So there is a dispute. So where would that go?
Mr. Lehman. Those are policy decisions. And to the extent where

you are primarily talking about legislation—there are two ways
that the Grovemment would get
Mr. Bono. Under your structure, where does that go? Does it

stay here or does it go to

Mr. Lehman. Under our structure, and we believe imder the cur-
rent situation, that the views of the President of the United States
and the administration are to be coordinated and led by the De-
partment of Commerce and by the Under Secretary for Intellectual
Property. And, right now, they are pretty much taken care of by
me as the Assistant Secretary of Commerce. The Copyright Office

is free to make its own views known, if they wish to do so. And
indeed, in taking our positions on issues, we do consult with them.
Mr. Bono. This issue, this current dispute, would go to—

—

Mr. Lehman. The Under Secretary for Intellectual Property.
Mr. Bono. Rather than the legislation that is dealing with it

right now?
Mr. Lehman. Well, no. I think what you are really talking about

is the legislative matter. So it is really Congress that, decides.
But in terms of advising Congress
Mr. Bono. Well, in terms of policy-

Mr. Lehman [continuing]. The President would look to the Under
Secretary for Intellectual Property to advise him about that.

Mr. Bono. I think that is an area that sounds like it would have
to be really cleaned up. It isn't really clear.

I still have the concern with the accountability, as far as rep-
resentation is concerned. Sounds like it is going to the Secretary.
He has the final voice, rather than this body. And that bothers me.

I think that there is an accountability factor here that might
have to go beyond the Secretary. If he has—if he has the last word
on this, that is a mighty, mighty powerful position. Just fi-om a
songwriter's standpoint I can tell you that would be a very big pow-
erful position. I think that is an area we would have to clean up.
The other thing I wanted to say to you, that any business that

I have been part of or involved in that is brandnew and even has
other models operating goes through a shakeout period. And so

when you structure a business, it is left up to your imagination, ba-
sically, or the knowledge that you do have, to that extent. But
when it goes into practical use, it never—I have never seen it turn
out the way you write it down on a piece of paper.
And I would—I would guess that what you are structuring there

will never fully complete itself as you have written it. It will have
a different—a different look than it has structured now. And I don't
see any—anything in there for a shakeout period.
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Mr. Lehman. Our legislation, Mr. Bono, actually will specifically

provide for a review of the operations of the office at the end of 5
vears and then changes to be recommended to Congress on the
basis of that review precisely to deal with the issues that you have
raised in your shakeout period.

Mr. Bono. Yes. I think you would have to probably look at it

sooner than that. I think things would change within a year. You
structure things and then you find out they don't work on a prac-
tical basis. Five years of operating that way might be, again, inef-

fective, but you have a contract that says to do it that way so you
stick to that, however ineffective it is.

Mr. Lehman. I should point out that under our legislation, of

course, the CEO operates under a 6-year contract with the Sec-
retary. But every year the performance criteria are readjusted. So
built into the management of the Corporation there is a yearly re-

view.
Mr. Bono. Good.
Mr. Lehman. But there will be an overall review that would in-

volve recommendations to Congress at the end of 5 years.
Mr. Bono. OK. Thank you.
Mr. MooRHEAD [presiding]. Thank you very much. And we want

to thank you, Commissioner Lehman, for coming this morning. You
had a pretty good workout here. We are glad you could be with us.

Mr. Lehman, Thank you very much.
Mr. Moorhead. Our second witness will be Dr. Harold Seidman,

senior fellow at the National Academy of Public Administration
and a charter member of the American Society of Public Adminis-
tration. He is currently a guest scholar at the Center for Study of
American Government with Johns Hopkins University and a pro-

fessor emeritus at the University of Connecticut.
Dr. Seidman is a former Assistant Director for Management and

Organization of the U.S. Bureau of the Budget, where he imple-
mented the Government Corporation Control Act of 1945 and de-

veloped a model charter for Federal Government corporations. He
has served as consultant to the Senate Committee on Govern-
mental Affairs and as advisor to the United Nations in many coun-
tries on organization and management of public enterprises.

Welcome, Dr. Seidman. We have your written statement which
I ask unanimous consent be made part of the record. Dr. Seidman,
you may proceed with your oral testimony.

STATEMENT OF HAROLD SEIDMAN, SENIOR FELLOW, NA-
TIONAL ACADEMY OF PUBLIC ADMINISTRATION, ACCOM-
PANIED BY ALAN L. DEAN, SENIOR FELLOW, NATIONAL
ACADEMY OF PUBLIC ADMINISTRATION
Mr. Seidman. Mr. Chairman, thank you.
I am accompanied by Alan L. Dean, who is also a senior fellow

at the National Academy of Public Administration. He is the
former chairman of the board of trustees of the academy and was
the vice president of a Government Corporation, the U.S. Railway
Association. Mr. Dean was codirector of our PTO project, and the
views I express in my statement reflect his views as well as my
own.
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We are pleased to accept your committee's invitation to testify on
H.R. 1659 and on an administration bill to incorporate the Patent
and Trademark Office and on H.R. 1756, the Department of Com-
merce Dismantling Act, insofar as it relates to the Patent and
Trademark Office. We did not have available a final version of the
administration bill; and our comments, therefore, are based on a
September 6, 1995, draft.

We have had something, Mr. Chairman, of a moving target here,

to keep up with the changes in the administration bill. When the
Congress enacted the Government Corporation Control Act of 1945,

it recognized that the budgetary, accounting and control systems
designed for traditional tax finance agencies were unsuitable for

revenue-producing and self-sustaining enterprises which must have
the capability of responding to market demand. It had become evi-

dent that attempts to operate these enterprises as if they were tra-

ditional agencies made it difficult for them to operate in a business-

like manner, while failing to provide effective accountability to the
President and the Congress.

I would emphasize that this corporation would be fully account-

able to the Congress. The ultimate policymaking body for this Cor-
poration would be the Congress of the United States.

In enacting the Control Act the Congress emphasized its intent

to provide accountability without limiting the necessary operating
ana financial flexibility of the enterprises affected.

A wholly-owned Government Corporation remains a Federal
agency, and its emplojyees are Federal employees. It is subject to

those laws that the Congress has deemed should apply to enter-

prises which are expected to operate in a businesslike manner
without cost to the taxpayer.
As the Supreme Court ruled in the case of Cherry Cotton Mills

v. U.S., relating to the Reconstruction Finance Corporation, quote,

"that the Congress chose to call it a corporation does not alter its

characteristics so as to make it something other than what it actu-

ally is, an agency selected by the Government to accomplish purely
governmental purposes." This opinion was reaffirmed this year by
the Supreme Court, Michael Lebron v. National Passenger Railroad
Corporation.

After enactment of the Control Act, President Truman prescribed
criteria for the use of government corporations in his 1948 budget
message. Establishment of a Government Corporation was advo-

cated for those programs which were predominantly of a business
nature, revenue producing and potentially self-sustaining. These
criteria were reaffirmed by the first Hoover Commission in 1949
and the National Academy of Public Administration's 1981 Report
on Grovemment Corporations.
A 1989 NAPA research team report. Considerations in Establish-

ing the Patent and Trademark Office as a Government Corpora-
tion, concluded that the PTO met the basic tests for conversion to

a Government Corporation. The PTO has provided convincing evi-

dence that the powers normally vested in a Government Corpora-
tion would enable it to cope more effectively and economically with
the rapidly increasing workload and to provide a better service to

its customers. Patent and trademark applications have more than
doubled from approximately 157,000 in 1980 to 341,000 in 1994.
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The 1995 NAPA project team report, Incorporating the Patent
and Trademark Office, documents the case for a PTO Corporation,
describes the differences between a wholly-owned Government Cor-
poration and a traditional agency, identifies essential corporate
powers and appraises alternative organizational structures. Copies
of the report have been provided to the committee.
While there may be some technical differences in language, we

believe both H.R. 1649 and the drafl administration bill provide
the standard corporate powers and exemptions from existing laws
required for the effective operation of a PTO Corporation. Con-
sequently, we will not discuss the detailed provisions of the bill but
limit our remarks to what we consider to be key differences and is-

sues: one, organizational status; two, relationship to an executive
department; three, appointment of a chief executive officer; four,

advisory board; and, five, setting of fees.

It has been a long-established principle of executive branch orga-
nization that programs contributing to a definable major purpose
of the Federal Government should be placed within the executive
department which as nearly as possible shares the same major pur-
pose or, alternatively, under the policy direction of the head of the
department.
There are obvious advantages of having someone of Cabinet rank

representing the Corporation s interests in dealing with the Presi-

dent, Congress and other executive departments, but this does not
require that a Corporation be integrated in a department, as we be-

lieve is now proposed in the administration bill. Departmental staff

are rarely conversant with or understand the special requirements
of corporations and are reluctant to grant exceptions from rules

and regulations generally applicable within the Department.
The problem is not direction from the Secretary. It is the fact

that subordinate elements within a department are unwilling to

recognize the imique character of a Corporation. They assume that
one size must fit all and they must all conform to the same regula-

tions. If the committee should report—the Congress should report
the bill with the inclusion of the language recommended by the ad-
ministration, we urge that language be included in the bill which
would provide that general departmental regulations shall not
apply to the Corporation unless the Secretary makes a finding and
specifically so directs.

H.R, 1756 provides for the transfer of the PTO to the Depart-
ment of Justice. The purpose of the PTO, as defined in article I,

section 8 of the constitution, is "to promote the progress of science

and the useful arts." This is not a purpose of the Department of

Justice, which is concerned almost exclusively with law enforce-

ment. If the PTO Corporation is to be associated with an executive

department, it should be one whose major purpose is most closely

associated with the PTO's basic mission.

H.R. 1659 provides for the establishment of the PTO Corporation
as an independent agency. Complete independence is not regarded
as a preferred option because of the need to provide direction with
respect to intellectual property policy and to assure coordination
with U.S. foreign and trade policy. Intellectual property protection

is growing in importance as a result of enhanced economic competi-
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tiveness, a global marketplace and advances in communications
and transportation.
The September 6 administration draft establishes the PTO Cor-

poration as an agency reporting to the Secretary of Commerce, and
in the current draft within the Department of Commerce, but sub-
ject to policy direction of the Under Secretary of Commerce for In-

tellectual Property with respect to patents and trademarks. The ap-
propriate role of an Under Secretary should be as principal staff

advisor to the Secretary with respect to intellectual property policy.

It is highly undesirable to vest functions directly in an Under
Secretary independent of the secretary. The proposed arrangement
is calculated to promote conflict between the Under Secretary and
the Corporation's chief executive officer. In our judgment, it would
be preferable to create the Corporation as an independent agency,
but subject to policy direction by the Secretary, not the Under Sec-
retary.

Under both H.R. 1649 and the administration draft, management
of the PTO Corporation is vested in a chief executive officer who
shall be responsible for management of the Corporation. H.R. 1649
provides for the appointment of the corporate head by the Presi-

dent, by and with the advice of the Senate, for a 6-year term. The
administration draft provides for appointment by the secretary and
raises a serious constitutional question.
Under article II, section 3 of the Constitution, secretarial ap-

pointment would be permissible only if a chief executive officer was
defined as an inferior officer. In view of the fact that powers would
be vested directly in the CEO, classification as an inferior officer

would be doubtful.

Furthermore, Mr. Chairman, I find no basis in the Constitution
which would permit the appointment of a Federal officer under a
contract with a secretary. That would be imprecedented. I know of

no precedent for that.

The Constitution is very precise on appointing authority. It says
Federal officers shall be appointed by the President by and with
the advice and consent of the Senate, or the Congress may provide
that inferior officers may be appointed by the heads of departments
or the courts of law. And this certainly is not an inferior officer we
are talking about here.
Furthermore, I find the proposed contract raises a basic policy

issue. Presumably the policy guidance and direction to the chief ex-

ecutive officer should come from the law, not from provisions of a
contract worked out and negotiated with a Cabinet head.
H.R. 1649 provides for an 18-member management advisory

board consisting of 6 members appointed by the President, 6 by the
Speaker of the House of Representatives and 6 by the President
Pro Tem of the Senate. The board would have an independent staff.

The board is to review the policies, goals, performance and user
fees of the PTO Corporation, advise the corporate head. The admin-
istration draft makes no provision for an advisory board.

We believe that an advisory board is desirable to assure that
users and others concerned broadly with intellectual property have
effective access to the Corporation and are afforded opportunity to

be consulted and to review its policies and operations. The Corpora-
tion shall provide the board such staff support as it may request.
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The board should not have a full-time independent staff. Such a
staff would not be fully occupied between board meetings.
Appointment of Board members by an agency head, rather than

by tne President, is likely to reduce delays in filling positions and
reduce the likelihood of appointments based solely on political con-
sideration. Appointment by Members of Congress would appear to

be unconstitutional.
Under H.R. 1659, the majority of PTO fees would continue to be

set by statute. PTO discretion is limited to making adjustments for

inflation as measured by Consumer Price Index actually experi-
enced in the prior fiscal year. The administrative drafl authorizes
a Corporation, in accordance with the Administrative Procedure
Act, to set rates subject to approval by the Secretary of Commerce.
Fees are to be set at a level to cover all costs of operating and
maintaining the corporation, including depreciation and capital ex-

penditures.
Mr. Hoke, I think, raised the question about fees. For any cor-

poration, a fee should be based on costs in accordance with a statu-

tory formula. And this is subject to the usual procedures required
by the Administrative Procedure Act, including notice and hearing.
In the case of disputes there would be ultimate appeal to the
courts.

Incidentally, as a Government Corporation, this Corporation
could sue and be sued. This is what has been provided in the case
of every other corporation.
The Congress does not and should not act as the ratemaking

body for Government Corporations. I think the Congress found
with its experience with the Post Office, and before that with the
Panama Canal, there were serious problems created when Con-
gress attempts to set the rates for a Government Agency or Cor-

E
oration. The interests of both the users and the Corporation are
est served if the Corporation is authorized to set and adiust rates

in accordance with the statutory formula providing for full recovery
of costs. Users would be afforded an ample opportunity to review,
comment on and object to any proposed changes in the fee struc-

ture.

From our study of the operations of the PTO and its current
problems, we are convinced that the conversion to a wholly-owned
Government Corporation, as would be accomplished by the bills

now before the committee, will better enable the PTO to meet the
challenge of the 21st century and to adapt its organization and
mode of operations for present and future needs. And indeed, Mr.
Chairman, the purpose of the legislation is to bring the PTO under
that form of organization which the Congress determined in 1945
was best suited for effectively carrying out this type of activity.

Thank you.
Mr. MOORHEAD. Thank you very much.
[The prepared statement of Mr. Seidman follows:]

Prepared SxATEMErn' of Harold Seidman, Senior Fellow, National Academy
OF Public Administration

My name is Harold Seidman. I am a Senior Fellow of the National Academy of

Public Administration and the Center for the Study of American Government, Johns
Hopkins University. As a government corporation specialist and later assistant di-

rector for management and organization oi the Bureau of the Budget, I was respon-
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sible for implementing the Government Corporation Control Act, and advising the
President and the Congress on the organization, management, financing and control

of incoiporated and unincorporated government enterprises. I have served also as

a consultant to the Senate Committee on Governmental Affairs and a number of for-

eign countries and international organizations. I am accompanied by Alan L. Dean,
who is a Senior Fellow and former chairman of the Board of Trustees of the Na-
tional Academy of Public Administration. Mr. Dean was a vice-president of a gov-

ernment corporation, the U.S. Railway Association, assistant secretary for adminis-
tration. Department of Transportation and has conducted the Academy's annual
seminar on the roles and management of ^vemment enterprises.

The National Academy of Public Administration (NAP A) is a non-partisan organi-

zation formed in 1967 to advance the effectiveness of public management through
advice and counsel to all levels of government. In 1984, the Academy was chartered
by an act of Congress, the first such charter granted to a research organization since

that of the National Academy of Sciences in 1863. Our testimony today reflects our
individual views and does not necessarily reflect the views of the National Academy
of Public Administration or its FeUows.
We are pleased to accept your committee's invitation to testify on H.R. 1659, and

on an administration bill to incorporate the Patent and Trademark Office (PTO),
and on H.R. 1756, the Department of Commerce Dismantling Act, insofar as it re-

lates to the Patent and Trademark Office. We did not have available a final version

of the administration bill and our comments, therefore, are based on a September
6, 1995 draft.

When the Congress enacted the Government Corporation Control of 1945 (31 USC
9101), it recognized that the budgetary, accounting and control systems designed for

traditional tax financed agencies were unsuitable for revenue-producing and self-

sustaining enterprises which must have the capability of responding to market de-

mand. It had become evident that attempts to operate these enterprises as if they
were traditional agencies made it difficult for them to operate in a businesslike

manner while failing to provide efTective accountability to the President and the

Congress. In enacting the le^slation, the Congress emphasized its intent to piDvide

accountability without limiting the necessary operating and financial flexibility of

the enterprises affected.

A wholly-owned government corporation remains a federal agency and its employ-
ees are federal employees, but it is subject to those laws that the Congress has
deemed should app^ to enterprises which are expected to operate in a businesslike

manner without cost to the taxpayer. As the Supreme Court ruled in the case of

Cherry Cotton Mills v. United States (327 U.S. 536), relating to the Reconstruction
Finance Corporation, "that the Congress chose to call it a corporation does not alter

its characteristics so as to make it something other than what it actually is, an
agency selected by the government to accomplish purely governmental purposes."

This opinion was reailirmed this year by the Supreme Court {Michael A. Lebron v.

National Passenger Railroad Corporation, February 21, 1995).

After enactment of the Control Act, President Harry Truman prescribed criteria

for the use of government corporations in his 1948 budget message. Establishment
of a government corporation was advocated for those programs which were predomi-
nantly of a business nature, revenue producing, and potentially self-sustaining.

These criteria were reaffirmed by the first Hoover Commission in 1949, and the Na-
tional Academy of Public Administration's 1981 Report on Government Corporations.

A 1989 NAPA research team report. Considerations in Establishing the Patent and
Trademark Office as a Government Corporation, concluded that the PTO met the

basic tests for conversion to a government corporation. At the time of the 1989 re-

port, user fees met only 56 percent of the costs of operating the program. The PTO
is now fiiUy funded by fees from the sale of its products and services. The PTO has
provided convincing evidence that the powers normally vested in a government cor-

poration would enable it to cope more effectively and economically with a rapidly

increasing workload and to provide better service to its customers. Patent and trade-

marfc applications have more than doubled from 157,195 in 1980 to 341,499 in 1994.

The 1995 NAPA project team report. Incorporating the Patent and Trademark Of-

fice, documents the case for a PTO corporation, describes the differences between
a wholly-owned government corporation and a traditional agency, identifies essen-

tial rorporate powers, and appraises alternative organization structures. Copies of

the report have been provided to the Committee.
While there may be some technical differences in language, we believe both H.R.

1649 and the draft administration bill provide the standard corporatepowers and
exemptions from existing laws required for the elTective operation of a PTO corpora-

tion. Consequently, we will not discuss the detailed provisions of the bills, but hmit
our remarks to what we consider to be key differences and issues: (1) organizational
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status; (2) relationship to an executive department; (3) appointment of a chief execu-
tive officer; (4) advisory board; and (5) setting of fees.

It has been a long established principle of executive branch organization that pro-

Kams contributing to a definable major purpose of the federal government should
placed within the executive department which as nearly as possible shares the

same major purpose, or alternatively, under the policy direction of the head of the
department. There are obvious advantages of having someone of cabinet rank rep-
resenting the corporation's interests in dealing with the President, Congress, and
other executive departments, but this does not require that a corporation be inte-

grated in a department. Departmental staff are rarely conversant with or under-
stand the special requirements of corporations and are reluctant to grant exceptions
from rules and regulations generally applicable within the department.
H.R. 1756 provides for the transfer oi the PTO to the Department of Justice. The

purpose of the PTO as defined in Article I Sect. 8 of the Constitution is "to promote
the progress of science and the useful arts." This is not a purpose of the Department
of Justice, which is concerned almost exclusively with law enforcement. If the PTO
corporation is to be associated with an executive department, it should be one whose
major purpose is most closely associated with PTO's basic mission.

H.R. 1659 provides for establishment of the PTO Corporation as an independent
agency. Complete independence is not regarded as a preferred option because of the
need to provide direction with respect to intellectual property policy and to assure
coordination with U.S. foreign and trade policy. Intellectual property protection is

growing in importance as a result of enhanced economic competitiveness, a global

market place, and advances in communications and transportation.

The administration draft establishes the PTO Corporation as an agency reporting
to the secretary of commerce, subject to the policy direction of the under secretary

of commerce for intellectual property with respect to patents and trademarks. The
appropriate role of the under secretary should be as principal staff adviser to the
secretary with respect to intellectual property policy. It is highly undesirable to vest
functions directly in an under secretary independent of the secretary. The proposed
arrangement is calculated to promote conflict between the under secretary and the
corporation's chief executive officer. In our judgment, it would be preferable to cre-

ate the corporation as an independent agency, as provided in the administration bill,

but subject to policy direction oy the secretary, not the under secretary.

Under both H.R. 1649 and the administration draft, management of the PTO cor-

poration is vested in a chief executive officer who shall be responsible for manage-
ment of the corporation. H.R. 1649 provides for appointment of the corporate head
by the President, by and with the advice of the Senate, for a six year term. The
administration drafc provides for appointment by the secretary and raises a serious

constitutional question. Under Article II Sect. 3 of the Constitution, secretarial ap-
pointment would be permissible only if the chief executive officer was defined as an
inferior officer. In view of the fact that powers would be vested directly in the CEO,
classification as an inferior officer woula be doubtful.

H.R. 1659 provides for an 18 member Management Advisory Board consisting of

6 members appointed by the President, 6 by the Speaker of the House of Represent-
atives, and 6 by the President Tempore of the Senate. The board would nave an
independent staff. The board is to review the policies, goals, performance and user
fees of the PTO corpoi ation and advise the corporate head. The administration draft

makes no provision for an advisory board.
We believe that an advisory board is desirable to assure that users and others

concerned broadly with intellectual property have effective access to the corporation

and are afforded an opportunity to be consulted and to review its policies and oper-

ations. The corporation should provide to the board such staff support as it may re-

quest. The board should not have a full-time independent staff. Such a staff would
not be fully occupied between board meetings.
Appointment of board members by an agency head, rather than the President, is

likely to reduce delays in filling positions and to reduce the likelihood of appoint-
ments based solely on political considerations. Appointment by members of the Con-
gress would appear to oe unconstitutional {Federal Election Commission v. NRA Po-
liUcal Victory Fund, b F 3 d. 821 (D.C. Cir. 1993).

Under H.K. 1659, the majority of PTO fees would continue to be set by statute.

PTO discretion is liinited to making adjustments for inflation as measured by the
consumer price index actually experienced in the prior fiscal year. The administra-
tion draft authorizes the corporation, in accordance with the Administrative Proce-

dure Act, to set rates subject to approval by the secretary of commerce. Fees are
to be set at a level to cover all costs of operating and maintaining the corpwration,

including depreciation and capital expenditures. Fifty percent discounts are to be
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provided to small businesses, individual inventors, and non-profit organizations. The
costs of trademaiic registrations and patent grants are to be calculated separately.

Congress does not and should not act as the rate-making body for government cor-

porations. The interests of both the users and the corporation are best served if the

corporation is authorized to set and adjust rates in accordance with a statutory for-

mula providing for fiill recovery of costs. Users would be afforded an ample oppor-

tunity to review, comment on, and object to any proposed changes in the fee struc-

ture.

From our study of the operations of the PTO and its current problems, we are

convinced that conversion to a whoUy-owned government corporation, as would be

accomplished by the bills now before the committee, wUl bett«r enable the PTO to

meet the challenges of the twenty-first century and to adapt its organization and
mode of operation to present and future needs.

Mr. MooRHEAD. In your opinion, what type of qualifications are

needed in the individual who heads the Patent and Trademark Of-

fice Corporation and for members of the advisory board?
Mr. Setoman. I think they would certainly want one as the chief

executive officer, first of all, who was experienced as a manager
and an executive but who had background and experience in deal-

ing with intellectual property issues. He has to combine the unique
qualities of an effective executive with knowledge of the subject.

The advisory board members I think should be selected to rep-

resent a broad array of interests, including inventors, the patent

bar, and all those wno are concerned with the intellectual property

issues. They should have an opportunity to be heard and to talk.

I think this would be a value to both the chief executive officer and
indeed the secretary, to have some outside group review what is

going on, get the benefit of their advice.

Mr. MooRHEAD. Would you support the idea of an independent
Inspector General for the new Government Corporation to be nomi-
nated by the President, confirmed by the Senate and required to

conduct independent audits?

Mr. SEroMAN. There is—again, to make clear, under the Govern-
ment Corporation Control Act, there the provision is for an annual
audit. And in the case of a Government Corporation, the audit

shall be conducted by the Inspector General of the Corporation.

Sometimes the I.G. is appointed by the President with Senate con-

firmation. In other cases, the Inspector General is appointed by the

corporation. Or if—if there is no Inspector General, there shall be
an annual independent audit by an auditor selected by the Cor-

poration.

Under the administration draft bill, the auditor would be se-

lected by the Secretary of Commerce, which again assures there be
a degree of independence in selection.

I guess my own personal view—I regret very much that the Gov-
ernment Corporation Control Act was amended to eliminate the re-

quirement for an annual audit by the General Accounting Office,

which I think is preferable to an audit by an Inspector General
who may not be fiilly qualified to carry on this kind of financial

audit. But the act was amended to place this function in the In-

spector General.
Mr. MOORHEAD. Would you support a smaller board, each mem-

ber to be appointed by the sitting President for staggered terms,

which would be granted a more active role than the advisory board
proposed in H.R. 1469?
Mr. Seidman. A board of directors, sir?
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Mr. MooRHEAD. Yes.
Mr. Seidman. The reason for having a board of directors of a pri-

vate corporation is the board represents the shareholders. You have
diversity of interest. You do not have that here. In almost every in-

stance where we have had a board of directors of a Government
Corporation, it has not worked well. Indeed, the Congress abolished
the board of directors of the Resolution Trust Corporation.
And one of the Members of Congress pointed out, two heads are

not necessarily better than one when they grow on the same body.
Congress also abolished the board of the Reconstruction Finance
Corporation. It found that the board structure made it difficult to
hold anybody accountable for what was done. It promoted buck
passing.

I think from the point of view of the Congress it is preferable to

have a single executive to hold accountable. A part-time board of

a Government Corporation usually functions as would be the pro-

posed advisory board. We think tnat it is advisable to have man-
agement vested in a single head.
Mr. MooRHEAD. One of the duties of a board might be to appoint

the Inspector General or to vote on an annual budget.
Mr. Seidman. That has been done in the case of an independent

corporation. We have a precedent for that. You can invest the ap-
pointing authority in a board only if it is an agency head.

In the case of the Post Office, the Post Office Board does appoint
the chief executive officer of the Post Office. And under the draft
legislation here, certainly the advisory board would be expected to

comment and advise on the budget and other matters. They would
certainly be accessible to reporting to the Congress. The ad\asory
board include its observations and recommendations in an annual
report tot he Congress.
Do you have a statement?
Mr. Dean. Mr. Chairman, Alan Dean.
I would supplement what has been said by noting that if the

final legislation leaves the relationship with the Secretary of Com-
merce contemplated by the administration bill, then the Secretary,
as has been explained by the Commissioner, handles many of the
policy issues you might like to avoid.

On the other hand, there is a need for an organized advisop^
group that meets regularly and is well informed and interested in

intellectual property.
Which can review but not direct the operations of the Corpora-

tion. This would he the role of the advisory board.
Mr. MooRHEAD. We are left with other legislation floating

around in various places that affects what happens to this bill, too,

and how it should be operating. We don't know whether there will

be a Department of Commerce or not.

Mr. Dean. That, sir, is a dilemma that we faced also.

Mr. Seidman. May I make a suggestion? What we did in legisla-

tion creating on both the Panama Canal Company and the St. Law-
rence Seaway Development Corporation, was to provide that the
Corporation shall be subject to policy direction by the President of

the United States or by the head of such agency as he designated.
Originally, the St. Lawrence Seaway Development Corporation

was under Commerce, and later came under the Department of
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Transportation when that was created. To create a Corporation

under the poHcy direction of the President or the head of such
agency as he might designate. Clearly defines the kind of relation-

ship between the policymaking Secretary and the Corporation.

Mr. MooRHEAD. The last question I have, you state in your testi-

mony that you believe the PTO should be able to set its own fees

and Dudgets in accordance with the statutory formula. What about
the fear that due to its monopoly status, the Corporation may be
able to increase its budget by raising fees and disburse it by paying
substantially more in salaries to managers than would normally be
in order? Shouldn't Congress check the monopoly status of the cor-

poration by maintaining control?

Mr. Seidman. Absolutely. This was not brought up previously in

the hearing. Under the Gfovernment Corporation Control Act—the

Corporation each year must submit to the Congress an annual
business-type budget, which is different from an agency budget be-

cause it provides the information which enables the Congress to de-

termine the adequacy of the rate structure, provides those types of

financial statements, includes costs such as depreciation, which are

not normally included in an agency presentation.

Furthermore, under the act, you have to provide Congress with

an annual management report which details all of these things; so

in the process, the Congress has full opportunity to review, the rate

structure and in the case of other corporations, has done so. It

rates are carefully examined in congressional hearings either on

the budge or management report.

Furthermore, like any other monopoly such as a public utility,

you have all the remedies provided by law such as notice, and
hearing. If the Corporation has not followed the law in setting the

rates, users may appeal to the courts. The Corporation can—unlike

a traditional government agency, can sue and be sued in its cor-

porate name.
To give an example, the Panama Canal Company, before it was

incorporated, had a statutory toll rate of 90 cents a ton or $1 a ton.

The Appropriations Committee said it ought to be raised to $1 a

ton. The agency said they needed $1.60 a ton to cover costs. When
we incorporated the Panama Canal and placed it on a businessline

basis, as required by the Control Act, we found that not only that

there shouldn't be any increase in the tolls, but that they should

probably be decreased.
There is an incentive for the Corporation, as for any other body,

to not raise rates because that creates problems in dealing with

customers. If you raise rates, it can reduce the volume of your busi-

ness. So in no instance that I know of where a Grovernment Cor-

poration has set the rates—and every one has had that authority

—

it has not created that kind of problems, where they are just going

in for rate increases on an arbitrary basis.

Mr. MoORHEAD. Thank you very much for your expertise Dr.

Seidman. Your comments have been very helpful. We appreciate

your coming.
Mr. Seidman. If we can be of further assistance to the commit-

tee, we would be delighted to do so.

Mr. Moorhead. If you have future advice for us, send it in.
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Mr. MooRHEAD. We will have three witnesses testify on the third
panel today. The first will be Mr, Michael Kirk, who is the execu-
tive director of the American Intellectual Property Law Association.
Mr. Kirk is no stranger to this subcommittee. He was with the

Patent and Trademark Office fi*om 1962 to 1995, where he rose
from the rank of patent examiner to Deputy Commissioner. In 1991
and 1992, he served as the chief U.S. negotiator on the trademark-
related aspects of the Intellectual Property Rights Agreement in

GATT.
He is a graduate of Georgetown Law School and practices as a

registered patent attorney with NASA. He was awarded the Jeffer-

son Medal for Contributions to American Intellectual Property Law
in 1992, received the Commerce Department's Gold Medal Award
in 1984 and again in 1994, was awarded the Presidential rank of
Meritorious Executive by both President Reagan and President
Clinton. Welcome.
Our second panelist is Mr. Herbert Wamsley, executive director

of Intellectual Property Owners, a nonprofit association represent-
ing nearly 100 companies and several universities and individuals
who own patents, trademarks, copyrights and trade secrets. Before
he came to IPO, he was with the U.S. Patent and Trademark Of-

fice, where he was Director of the Trademark Examining Oper-
ation, Executive Assistant to the Commissioner, legislative and
international attorney, and patent examiner. He received his law
degree from Georgetown University and an LL.M. degree in patent
and trade regulation law from George Washington University. Wel-
come.
Our final witness on the third panel will be Mr. Donald Dunner,

chair of the Intellectual Property Law Section of the American Bar
Association. Mr. Dunner is a partner at Finnegan, Henderson,
Farabow, Garrett & Dunner here in Washington, DC, and performs
work in all phases of patent and trademark activities, including
prosecution, licensing and validity and infringement studies. He
holds a law degree from Greorgetown University. You have to be
from Georgetown to be in this group.

Is that Doug Henderson's law firm?
Mr. Dunner. Indeed. He would be delighted to hear you say

that.

Mr. MooRHEAD. He is a good friend.

He has served as a member on the Advisory Commission on Pat-

ent Law Reform, the U.S. Delegation to the Diplomatic Conference
on the Revision of the Paris Convention, and the Advisory Commit-
tee of the Court of Appeals for the Federal Circuit. Welcome.
We have written statements from our three witnesses, and I ask

unanimous consent they be made part of the record and ask that
each of you summarize in 10 minutes or less, after which the sub-
committee will address you with whatever questions they have.

STATEMENT OF MICHAEL K. KIRK, EXECUTIVE DIRECTOR,
AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION

Mr. Kirk. Thank you, Mr. Chairman. I appreciate very much the
opportunity to appear before the subcommittee today to g^ve the

position of the American Intellectual Property Law Association on
these proposals to transform the Patent and Trademark Office into
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a Government Corporation. AIPLA strongly endorses this trans-

formation, giving the Corporation sufficient independence to insu-

late it from micromanagement from the Cabinet-level department
in which it might be situated, which is currently the Department
of Commerce.
We believe there is no question but that the PTO could function

more efficiently and effectively and provide users with higher qual-

ity and more responsive products and services if it were properly
transformed into a Government Corporation.

AIPLA believes that legislation, properly crafted to accomplish
this, would have the following attributes:

It would terminate the requirement in OBRA that required the

pro to ask Congress each year to appropriate to it the fees col-

lected under the PTO surcharge. As you know, this year the PTO
has had $25 million taken from this account. The House has al-

ready voted to take $21 million from next year's account and the

Senate is currently considering taking $55 million. This is reaching

8 percent of the total PTO budget. This must be stopped.

It would exempt the PTO from the Workforce Restructuring Act
of 1994. Applying this administration-wide personnel ceiling to the

PTO saves no taxpayer revenue. It forces the office to resort to

more expensive contracting out of certain nonexamining functions

and prevents it from keeping pace with the increase in applications

filed. As time progresses, if there is no relief to this particular re-

straint, the PTO will begin losing additional funds through the loss

of issue fees and maintenance fees. This is projected to reach $10
million annuallv by the end of the century if there is no relief.

It would authorize the Corporation to acquire needed space di-

rectly without having to go through the General Services Adminis-
tration. Based on the 1996 projection of the Patent and Trademark
Office and current lease costs in the metropolitan area of northern

Virginia, this could save the Patent and Trademark Office as much
as $10 to $15 million annually in rent costs.

It would eliminate the back-door funding demands by the De-

partment of Commerce. This year, the Patent and Trademark Of-

fice is paying $10.8 million to the Department of Commerce on the

basis of such demands.
It would exempt the PTO from the legal and regulatory con-

straints which ensure that the technology the PTO acquires for its

patent and trademark search systems is always outdated and over-

priced by the time of delivery.

It would give the Corporation flexibility in its human resource

management to support its needs in a timely and effective manner,
allowing it to recruit and retain employees with unique and scarce

job skills in a competitive market.
Finally, it would free the Patent and Trademark Office from title

44, which forces the Office to obtain all of its major printing needs
from, or through, the Government Printing Office, which imposes
a 6-percent surcharge on work it subcontracts for Government
agencies.
Coupled with these should be provisions to secure effective man-

agement and oversight. As discussed earlier this morning, the PTO
is a significant business operation with over 5,000 employees and
a budget this year of $542 million. The position of Commissioner
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demands knowledge not only of patent and trademark law but ex-

perience in labor relations, finance, human relations, procurement,
data processing and a host of other disciplines. The legislation

must guarantee the Commissioner an adequate minimum term, the
possibility of continuing if his or her performance warrants, and it

must provide compensation commensurate with the responsibilities

of the position.

The Corporation must also have effective oversight mechanisms.
One aspect of this is an advisory body comprised of users with sig-

nificant experience in the patent or trademark fields, together with
significant management experience. It is essential that there be
representation from the independent inventor and small business
communities.
The other aspect of an effective oversight mechanism would be

the continuing close scrutiny by Congress of the operations of the
Corporation. Periodic congressional oversight hearings have proven
to be a very effective means of performance review.
Mr. Chairman, AIPLA believes that your legislation, H.R. 1659,

achieves all of these objectives. It is an excellent bill, which would
make significant and lasting improvements in the operation of the
Patent and Trademark Office.

While we believe that H.R. 1659 could be improved with a more
attractive financial package for the Commissioner, a more efficient

selection mechanism for its management advisory board, and great-

er flexibility for the Commissioner and the management advisory
board to establish a fee schedule, H.R. 1659 is a very sound bill

which would bring significant and lasting improvements to the op-

eration of the Patent and Trademark Office, and we urge that this

be moved forward promptly.
Turning to the administration bill which, as Mr. Seidman indi-

cated earlier, is a moving target, our comments, too, are based on
the draft released by the Patent and Trademark Office to the pub-
lic on September 7, dated September 6. On the basis of our evalua-
tion of this legislation, we regret to say that in its present form,
the administration's legislative proposal is unacceptable to AIPLA
and we would oppose its enactment as not being in the best inter-

ests of our Nation's patent and trademark systems.
The administration's draft bill subjects the new organization i^

establishes to the policy direction of an Under Secretary of Cor
merce for Intellectual Property. While the benefit of a supportive
and constructive role for a Cabinet Secretary has advantages in as

sisting the organization to resist improper influence by anonymon
examiners in the Office of Management and Budget and elsewher
we oppose the organization being subject to the policy direction

the Under Secretary. This degrades the position of the organizatic

and reminds us of the subservient role of the Patent and Trad*
mark Office in the 1970's and earlier.

The administration's bill has no provision for an advisory body
to oversee the activities of the Corporation. Without an advisory

body comprised of individuals with knowledge and experience in

patents, trademarks, finance and a host of other disciplines, a criti-

cal element of effective oversight would simply be missing.

We strongly believe that the chief executive should be appointed
by the President with the advice and consent of the Senate, and

I
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not by the Secretary of Commerce. Otherwise, the status of the

CEO will be lower than all of the Department's other senior offi-

cials if it is attached to a Cabinet department.
The administration's bill would compensate the CEO at I485OOO

annually with an equal amount available as a performance-based
bonus. We applaud the administration for this proposal because it

is innovative, it is practical and it shows an openness to obtaining

a meaningful and realistic compensation package for the type of

talent that you will have to have to effectively run this organiza-

tion.

The Corporation would be required to establish a joint committee
of employees with equal numbers appointed by the corporation and
by its unions. The joint committee would recommend the design

and implementation of a range of things, including employee com-
pensation and contributions by the Corporation to the retirement

and benefits program.
We are concerned that this proposal simply does not provide suf-

ficient checks to prevent escalation of the cost of running the cor-

poration and places patent and trademark applicants in an unten-

able position. We find this unacceptable.
While the administration's bill purports to exempt the organiza-

tion from any limitation on the number of employees it may hire,

it does limit the number in fact by tying the number that they
could increase to the percentage of increase in patent and trade-

mark filings. The problem is that the PTO has been rest^rained

fi-om hiring for a number of years, so now they would be fofced to

live under a formula where they would start with a baseline that

is insufficient and institutionalize that insufficiency. So we think

this too is not the right direction to go.

Finally, we do not object in principle to delinking the fee- in-

creases fi'om the Consumer Price Index, but we believe that this

flexibility should only be granted if there is a strong multidisci-

plinary advisory body to oversee the operation of the Corporation

with a clear obligation on the part of the CEO to consult with the

advisory body in advance of any proposal to establish a schedule

of fees.

With respect to Mr. Chrysler's bill, we do not have a position on
the bill generally, but we have major concerns regarding the pro-

posal to move the PTO to the Department of Justice. If the PTO
is to continue to report to a Cabinet official, it should be a depart-

ment where the needs of the Patent and Trademark Office would
not be diluted within that Department. We understand that Con-
gressman Chrysler has invited you to incorporate H.R. 1659 into

his le^slation, and would certainly hope that a compromise in that

direction could be achieved.
In conclusion, Mr. Chairman, we believe that the Patent and

Trademark Office should be transformed into a Government Cor-

poration and that H.R. 1659, rather than the administration's bill,

is the better vehicle to use in crafting the final legislation. We
stand ready to work with you and the subcommittee to achieve this

important goal.

Thank you.
Mr. MOORHEAD. Thank you.
[The prepared statement of Mr. Kirk follows:]
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Prepared Statement of Michael K. Kirk, Executive Director, American
Intellectual Property Law Assoclvtion

Mr. Chairman, I appreciate the opportunity to appear before the Subcommittee
today on behalf of the American Intellectual Property Law Association (AIPLA) to

present the jwsition of the AIPLA on H.R. 1659, the Patent and Trademark Office

Corporation Act of 1995; H.R. 1756, the Department of Commerce Dismantling Act;

and, the United States Intellectual Property Organization Act of 1995 (a draA bill

prepared by the U.S. Patent and Trademark Office and made public on September
7, 1995).

The American Intellectual Property Law Association is a 9,400 member national

bar association, whose membership primarily consists of lawyers in private and cor-

porate practice, in government service, and m the academic community. AIPLA rep-

resents a wide and diverse spectrum of individuals, companies and institutions in-

volved directly or indirectly m the practice of patent, trademark, copyright, unfair
competition law, as well as other fields of law anecting intellectual property.

The AIPLA strongly endorses transforming the Patent and Trademark Office

(PTO) into a government corporation, with sufficient independence to insulate it

from micro-management from the Cabinet level department in which it resides, cur-

rently the Department of Commerce. We believe tnat there is no question but that
the pro could function more efficiently and effectively, and provide users with high-
er quality and more responsive products and services if it were properly transformed
into a government corporation.

BENEFITS OF A GOVERNMENT CORPORATION

Before commenting sjjecifically on the bills before us, I would like to outline the
advantages which A5*IA sees flowing from properly crafted legislation transforming
the PTO into a government corporation.

It would terminate the requirement established in the Omnibus Budget Reconcili-

ation Act of 1990 (OBRA) (Public Law 101-508), as amended, that the PTO ask
Congress each year to appropriate to it the fees collected under the PTO surcharge
so that the fees can be usea for the purpose for which they were paid. According
to the August, 1995 report of the National Academy for Public Administration
(NAPA) entitled "Incorporating the Patent and Trademark Office," President Tru-
man prescribed the basic criteria for transforming a government agency into a gov-

ernment corporation: 1) that its programs be predominantly of a Business nature;
2) that it be revenue producing and potentially self sustaining; and, 3) that its pro-

Kams involve a large number of business-type transactions with the public. The
rO fully meets these tests, but its operations have been hampered by the refusal

of Congress to allow it to spend all of the surcharge fees it receives to suoply the
products and services for which they were paid. In tne current fiscal year, Congress
withheld $25 million of surcharge fees from the PTO, and the House of Representa-
tives has already voted to withhold $21 million for fiscal year 1996. In the past four
years, the Office has been refused permission to spend nearly $60 million of fees

paid by users of the patent system. Giving the corporation the authority to spend
all of the user fees it collects without having to ask Congress to appropriate them
18 8. V~lt.B.I 11660.

It would exempt the PTO from the Workforce Restructuring Act of 1994, 5 U.S.C.
3101 note; (Public Law 103-226) which mandates the reduction of Federal employ-
ment by 272,900 positions to help reduce the Federal deficit and fund the "Violent

Crime Reduction Trust Fund." While we recognize that every government agency
would like to be exempted from this legislation, we hasten to point out that, unlike
other government activities, the patent and trademark functions are totally sup-

ported by user fees. They obtain no taxpayer revenues. It makes no sense to apply
a deficit reducing program to activities which do not affect the deficit. The practical

impact of the application of this personnel ceiling upon the PTO has been to force

it to contract out certain non-examining functions in order to free up positions to

hire examiners to process the increasing work loads—16% in patent applications

and 11.6% in trademarii applications as of the beginning of June. Since contractor

employees are not counted against the staffing ceiling of the PTO, the vacancies cre-

ated by the employees eliminated in these areas can oe applied to patent and trade-

mark examination. However, PTO experience in the late 1980's indicates that such
contracting-out increases the cost of performing a function by an average of 30%.
Thus, the failure to exempt the PTO from the Administration-wide personnel ceiling

saves no taxpayer revenue and drives up the prices which users must pay.

There is another impact that the Workforce Restructuring Act has on the PTO.
When the patent and trademark examining staff cannot keep pace with the increase

of applications filed, fewer patents are issued and fewer trademarks are registered.
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This in turn reduces the number of issue fees paid, and number of maintenance fees

paid, and the number of trademaric renewal fees paid. This further reduces the reve-

nues the pro receives to fund its operations. We understand that the PTO will be
losing more than $10 million annually from the loss of issue fees alone before the

end of the decade if there is no relief.

It would authorize the corporation to directly acquire needed space on the most
financially attractive terms. Currently, the PTO is subject to the Public Buildings

Act of 1959 (40 use 601 et seq.), which obligates it to use the General Services Ad-
ministration (GSA) to fulfill its space needs. When the PTO needs additional space,

it must request the GSA to obtain it. GSA then leases the desired amount of space

directly from the property owner. Irrespective of the actual lease price paid by GSA,
it charges a higher price to the PTO as a means of offsetting its cost of operation

and augmenting the GSA Building Fund. Since the PTO currently occupies approxi-

mately 1.5 milhon square feet of office space, it is easy to recognize how being sub-

ject to the Public Buildings Act imposes unnecessary added costs to the PTO. Based
on a survey in the Washington Post in January of last year, these added costs are

almost certainly in the $10 to $15 million range annually.
Another aspect of this problem involves the budget and accounting rules of the

Office of Management and Budget (0MB). The PTO leases for its current space in

the Crystal City area of Arlington, Virginia are expiring starting in 1996. As the

PTO began to consider acquiring space for the coming years, it was prevented from
the most cost effective space acquisition arrangements due to the accounting rules

of OMB. If the PTO were to purchase the needed space (which would obviously be

the cheapest in the long run) or enter into a lease-to-purchase arrangement (which

would be next cheapest), the entire purchase price, or the entire cost of the lease-

to purchase arrangement, would be considered as a capital outlay in the year of ac-

quisition. Thus, these accounting rules have the effect of making either of the more
cost-effective space acquisitions appear to create a larger deficit for the Federal Gov-
ernment, even though the entire cost would be paid by user fees and not teixpayer

revenues. For this reason, OMB is requiring the PTO to obtain space under a lease,

which will result in a higher total, long term cost to the PTO. The corporation must
be able to acquire space directly and not be subject to such arbitrary and counter-

productive accounting rules.

It would ensure freedom of operation with no micro-management by secretarial

officers and mid-level bureaucrats of the Department of Commerce (or any other De-
partment to which the PTO might be attached). This can be accomplished in dif-

ferent ways. One way would be to create a Government corporation independent of

any Cabinet department reporting directly to the President. Such independence
could also be obtained throu^ a properly drafted corporate charter. As pointed out

in the 1989 report of NAPA, a properly drafted legislative charter for a corporation

can greatly reduce the danger of excessive intervention by secretarial officers while

preserving a relationship with a cabinet officer. Today, the PTO is largely unpro-
tected from any micro-management or demands in which various Department offi«-

cials choose to engage. For example, the PTO is required to contribute each vear
to a Working Capital Fund of the Commerce Department. This "contribution" alleg-

edly compensates the Department for the cost of services to the PTO. Not only is

the value of such services to the PTO dubious to non-existent, but in fiscal year
1995 the Office also had the privilege of being the major contributor to the creation

of an automated financial management system for the Department of Commerce. In

total, these contributions for fiscal year 1995 came to $10.8 million. Thus, whether
the corporation is independent of a Cabinet department or properly insulated by its

legislative charter, the corporation must be independent of the micro-management
and demands which have been too frequent in occurrence in the recent history of

the PTO.
It would exempt the PTO from the Federal Property and Administrative Services

Act of 1949 (40 use 471 et seq.) and the "Brooks Act" (40 USC 759). The combined
effect of the application of these laws to the PTO is to significantly and unneces-
sarily complicate and delay the acquisition of information technology by the PTO.
Together they ensure that the technology that the PTO acquires for its patent and
trademark search systems is always outdated and overpriced by the time of deliv-

ery. The PTO itself estimates that while thirty-five montns are required under these

statutes for major information technology acauisitions (defined as acquisitions of at

least $20 million), the same technology could be acquired in thirteen months if these

laws were not applicable to it. Both in terms of ensuring that the users of the patent

and trademark systems enjoy the benefit of modem technology at the earliest prac-

ticable time and at the lowest cost, the corporation must be exempted from both the

Brooks Act and the Federal Property and Administrative Services Act.
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It would give the corporation the flexibility in its human resource management
to support its needs in a timely and efliective manner. Tl\e corporation must be able

to adequately compensate employees with unique and scarce job skills in a competi-

tive market. It must be able to offer adequate incentives in terms of job classifica-

tions and bonuses to retain such highly qualified employees. The corporation must
be free from unnecessarily rigid and protective rules limiting its ability to address

situations where an employee fails to perform adequately. Tne bottom line is that

the corporation must be able to tailor its personnel practices and procedures to best

accommodate its business needs, rather than being forced to fit under Government-
wide rules generic to all Federal employees.

It must allow the corporation to fulfill all of its printing needs competitively on
the open market without any arbitrary and unnecessary restrictions. The PTO is

subject to sections 501-517 of title 44 which require it to obtain all of its major
printing needs from, or throiigh, the Government Printing Office (GPO). Sections

1101-1123 of title 44 allow GHD to impose its rules on such matters as form, style,

and art work on PTO printing requests. On the basis of these authorities, the GPO
imposes a 6% surcharge on work it subcontracts for government agencies which, in

the case of the PTO, is expected to add $175,000 to its printing costs in fiscal year
1995.

It would free the corporation from any unnecessary regulatory interference with
its ability to serve its constituents. For example, under the Paperwork Reduction
Act (44 use 3501 et seq.), the PTO must submit any survey of its constituents'

needs with ten or more questions to 0MB before it can use the survey. 0MB can,

and frequently does, take most of the 90 days allowed under the Paperwork Reduc-
tion Act to respond. Such unproductive red taf>e obligations must be eliminated.

MANAGEMENT AND OVERSIGHT

The statutory authorities and flexibilities outlined above provide the necessary
framework for a manager to effectively govern the corporation. However, there are
two crucial and interdependent requirements to make this governance process func-

tion properly. First, the corporation must be able to hire and retain an efliective

manager for the corporation. The history of the PTO in this regard has been spotty

over the years. Individuals who sought the position of Conunissioner of Patents and
Trademarks understood that they could expect their Job security to last no longer
than the term of the President currently in office. In fact, over the past twenty
years, tio less than seven diff"erent individuals have occupied the position of Com-
missioner. And, on top of that, the current salary for the Commissioner is only
$115,700. It should be no surprise that most of the seven had previously retired

prior to or could retire during tneir tenure as Commissioner.
The PTO is a significant business operation. It has 5,200 employees, and an an-

nual budget of $542 million. It expects to receive nearly 200,000 patent applications
and 160,000 trademark applications in the coming fiscal year. The position of Com-
missioner demands knowledge not only of patent and trademark law and prosecu-
tion, but also exjjerience in labor relations, finance, human relations, procurement,
data processing and a host of other disciplines. In the political context in which the
PTO nas existed, it is little wonder that the Office has not been able to achieve the
management stability desirable for such an important operation. The legislation

must guarantee the corporate manager of the Corporation an adequate minimum
term, with the possibility of continuing if his performance warrants it. To attract

and retain the type of knowledgeable, experienced individual needed, it must pay
the manager a salary commensurate with the salaries paid to others leading com-
parably sized and^bcgmplex organizations.

Second, the corporation must have effective oversight mechanisms. One aspect of
this is an advisory body^tQmprised of users with significant experience in the patent
or trademark fields, togeth^Kwith significant management experience. The advisory
body should also incluae members with demonstrated experience in other fields, in-

cluding finance, automatic data pYocessing, labor relations and information dissemi-
nation. It is essential that there be representation from the independent inventor
and small business communities.

It should be the function of the advisory body, with the assistance of a small per-

manent staff, to oversee the operations and finances of the corporation, including
the quality and timeliness of patent grants and trademark registrations, the reason-
ableness of the fee schedule, and the financial performance of the corporation. It

should provide advice directly to the manager of the corporation and provide annual
written rejx)rts both to the manager and to the Congress on the performance of the
corporation. Finally, the advisory body should ensure that the financial statements



147

of the corporation are audited annually by an independent certified public account-
ant.

The other aspect of an effective oversight mechanism would be the continuing,
close scrutiny by the Congress of the operations of the corporation. In addition to

an annual report from the advisory body, the Congress should receive reports from
the manager of the corporation, as weU as from the independent certified public ac-

countant auditing the corporation's financial statements. Periodic Congressional
oversight hearings have also proven an effective means of performance review.

Mr. Chairman, that outlines what the AIPLA believes should be the objectives for

legislation to transform the PTO into a government corporation. Against that back-
drop, I can state that the AIPLA believes that H.R. 1659 achieves these objectives

far more effectively than the Administration's bii|'<Bnd we strongly support its enact-
ment. H.R. 1659 would bring significant, lasting improvement to the operation of

the Patent and Trademark Office and we would ui^e that it be promptly reported
and sent to the House floor for adoption. We do have a few comments with respect
to the manner in which H.R. 1659 measures up against the objectives we have set

forth, as well as some suggestions for its amendment. However, our suggestions

should in no way be understood as detracting from the very strong support of the
Association for H.R. 1659.

H.R. 1659

Section 101 of H.R. 1659 amends section 1 of title 35 to establish the Patent and
Trademark Office as a wholly owned Government corporation. Section 102 of the biU
then sets forth the powers and duties of the Patent and Trademark Office in amend-
ed section 2 of title 35. While AIPLA finds the specific powers enumerated in the-

amended subsection 2(bX6) to be quite ^ood, we note that there is no express exclu-

sion of the application to the corporation of the Public Buildings Act of 1959 (40
U.S.C. 601 et seq.) or the "Brooks Act" (40 USC 759). We would suggest that the
PTO be expressly excluded from the reach of these laws so as to not interfere with
the PTO's ability to construct, purchase, and lease real property. In addition, the
subsection should be amended to cover the sale of such property and, in that regard,

the PTO should be expressly excluded from the provisions of the McKinney Act (42
USC. 1411-12).

Section 103 amends section 3 of title 35 to establish the position of Commissioner
of Patents and Trademarks and to enumerate the duties of that position and the
conditions under which an incumbent will serve. In amended subsection 3(aXl), it

is stated that "The Commissioner shall be a person who, by reason of professional

background and experience in patent and trademark law, is especially qualified to

manage the Office. We believe the qualifications for the Commissioner should be
strenjrthened and, in that regard, would suggest that he or she be required to have
significant, demonstrated experience in management, in addition to patent and
trademark law.

Amended subsection (aX5) of section 3 provides that the Commissioner is to be
compensated at the rate of pay in effect for level 11 of the Executive Schedule (cur-

rently $133,600). While this is clearly an improvement over the present situation,

in the interests of attracting the most qualified person, AIPLA would like to see the

compensation set at a level consistent with the duties and responsibilities of the
Commissioner.
Amended subsection (bXD of section 3 requires the Commissioner to appoint two

Deputy Commissioners, one for patents and one for trademarks, for ternis that ex-

pire on the date on which the Commissioner's term expires. AIPLA would not limit

the terms of the Deputy Commissioners to be co-extensive with that of the commis-
sioner. A Deputy Commissioner who is performing well should be allowed to con-

tinue in that position for as long as he or she wishes. On the other hand, one whose
performance is not acceptable should be removed promptly. In addition, we should
suggest that the qualifications of both Deputy Commissioners be augmented by re-

quiring, in addition to experience in patent and trademark law, respectively, signifi-

cant management experience.
Amended subsection (bX2) of section 3 states that "The Office shall not be subject

to any administratively or statutorily imposed limitation upon positions or person-

nel." We believe this provision should be clarified by specifically stating that there

shall be no limitation on the "numbers" of personnel.
The basic pay of an officer or employee of the Office is limited in amended sub-

8ection(c) of section 3 to the annual rate of basic pay in effect for level III of the
Executive Schedule (currently $123,100). The total compensation for an officer or

employee is subjected to an overall cap at the level of basic pay for level I of the

Executive Schedule (currently $148,400). In the interest of obtaining and retaining
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the best qualified ofTicere and employees, we believe that only the level I cap on
total compensation should apply.

Amended subsection (g) of section 3 regulates the application to the Office of

Chapter 71 of title 5 dealing with labor management relations. AIPLA recognizes

that this is a very sensitive and important area and that certain adjustments of the
«• respective negotiating rights of management and labor are necessary in view of the

fact that H.R. 1659 properly excludes application to the Office of certain chapters
of title 5. Nevertheless, AIPLA would like the bargaining rights and responsibilities

of the Office and its employees to track as closely as possiole the rights presently

granted to them in title 5, subject only to those amendments necessitated to accom-
modate the exclusions of title 5.

Section 104 adds a new section 5 to title 35 establishing a Patent and Trademaric
Office Management Advisory Board. The Board is to consist of eighteen members,
with six each to be appointed by the President, the Speaker of the House of Rep-
resentatives, and the President pro tempore of the Senate. Not more than four of

the six members appointed by each of the authorities shall be members of the same
political party.

While AIPLA appreciates the sharing of the responsibilities to appoint the mem-
bers of the Board, we believe that it might be more efficient to simply allow the
President (or the Secretary of a department to which the Office might be attached)

to appoint the members of the Board. This would also facilitate selecting Board
members with the right mix of experience and knowledge.
With regard to the criteria for appointment, subsection (b) of new section 5 only

requires that the members represent the interests of diverse users of the Office and
include individuals with substantial background and achievement in corporate fi-

nance and management. As indicated earlier, AIPLA certainly agrees on the need
for some members of the Board to have substantial background and achievement
in corporate finance and management, however, we believe that the majority of the
Board should have significant, demonstrated experience in patent or trademark
prosecution and enforcement.
We particularly endorse subsection (0 of new section 5 calling for the Board to

employ a staff adequate to carry out its functions. In that regard, we would suggest
that the staff be six to ten employees, with a mix of expertise in patent and trade-
mark law, finance, automation, management, and information dissemination. In ad-
dition, the Board should be able to compensate its staff at the same rate suggested
earlier for officers or employees of the Oflice.

Section 111 of H.R. 1659 concerns funding of the Office. By leaving section 41 of
title 35 intact, the fees of the Office would continue to be set by statute, subject to

annual adjustment by no more than the rise or fall in the Consumer Price Index,
AIPLA believes that the Commissioner should have greater flexibility in establish-

ing the fees paid by patent and trademark applicants and other recipients of serv-
ices and products of the Office. We believe that the Commissioner, in consultation
with, ana upon the advice of, the Management Advisory Board, should be able to

determine the appropriate level of fees for the optimum operation of the Office. We
' believe that the oversight of the Board, coupled with the reports to, and oversight
by, the Congress, will provide more than adequate protection to ensure against any
inappropriate increases in fees.

Mr. Cnairman, AIPLA believes that these suggested amendments would strength-
en and improve H.R. 1659. However, while we believe that certain aspects of the
legislation should be modified, the potential improvements to the operation of the
Patent and Trademark Office which would flow from enactment of your legislation

should not be lost because there is not complete harmony on the details. H.R. 1659
is a sound bill which would make very desirable improvements to the operation of
the Patent and Trademark OfTice, and we strongly recommend that this Subcommit-
tee report legislation along the lines we have suggested at the earliest possible date.

THE UNITED CTATES INTELLECTUAL PROPERTY ORGANIZATION ACT OF 1995

Our comments on the Administration's bill are based on a draft prepared by the
U.S. Patent and Trademark Office which was released to the public on September
7, 1995. While PTO officials cautioned that this draft bill had not yet received for-

mal clearance for submission to the Congress, it was stated that any changes were
expected to be minor. Therefore, in the interests of providing the Subcommittee with
the views of the AIPLA on what is expected to be the position of the Administration
on the issue of transforming the PTO into a government corporation, we have evalu-
ated this draft bill. On the basis of our evaluation, we regret to say that, in its

present form, the Administration's legislative proposal is unacceptable and we op-
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pose its enactment as not being in the best interests of our nation's patent and
trademark systems.

It would not accomplish a number of the objectives set forth at the outset of this

statement. The AIPLA could support its enactment only if a number of amendments
were made.
Turning to the details of the Administration's draft biU, Section 101 amends sec-

tion 1 of title 35 to establish the United States Intellectual Property Organization

as an agency of the United States reporting to the Secretary of Commerce, subject

to the policy direction of the Under Secretary of Commerce for Intellectual Property
with respect to the examination of patent and trademark applications. Section 102
amends section 2 of title 35 to empower the Corporation to carry out certain func-

tions and duties "under the policy direction of the Under Secretary for Intellectual

Property." As previously stated, the AIPLA strongly supports transforming the Pat-

ent and Trademark Oftice into a government corporation which is free from the

micro-management of secretarial oiticers and mid-level bureaucrats of the Depart-
ment of Commerce or other Cabinet departments. While the benefit of a supportive

and constructive role for a cabinet Secretary has advantages in assisting the Orga-
nization to resist improper interference by anonymous examiners in the Office of

Management and Budget, AIPLA opposes the Organization being subject to the pol-

icy direction of the Under Secretary for Intellectual Property. Tms degrades the po-

sition of the manager of the Organisation and is remindful of the suDservient role

in which the PTO was placed in the 1970'3. If the Organization is to be in a cabinet

department, the head of the Organization must report directly to the Secretary and
only for general policy direction.

We note that Sections 101, 102 and other Sections of the Administration's bill

only empower the Organization to examine patent and trademark applications. The
authority to grant patents and register trademarks is given to the Under Secretary.

At best, this division of tasks is meaningless; at worst, it could seriously disrupt the

processes of the Organization. Clearly, the Government Corporation Control Act en-

visions the handling of processes such as the examining oi patent and trademark
applications and their grant and registration by a corporate form of organization.

Complete authority for the entire function of processing patent and trademark ap-

plications to grant and registration should be assigned solely to the Organization.

Section 103 amends subsection (a) of section 3 oftitle 35 to set forth the method
of appointment and qualifications for, and conditions of service of, the Chief Execu-
tive Officer (CEO). Under this subsection, the CEO is to be appointed by the Sec-

retary of Commerce. The AIPLA strongly believes that the position is deserving of

appointment by the President with advice and consent of the Senate. Otherwise, the

status of the CEO is lower than all of the Department's other senior officials. Tliere

may also be Constitutional issues raised if the CEO is not appointed by the Presi-

dent. Moreover, while subsection (a) of section 3 does require tne CEO to have pro-

fessional experience regarding patents or trademarks and to have management ex-

perience, we believe it would oe appropriate to strengthen the qualifications by em-
phasizing that this be "significant, demonstrated" professional experience.

Amended subsection (bXl) of section 3 states that the CEO shall be "responsible

for the management and direction of the Corporation." Amended subsection (b)(2)

of section 3 states that the CEO "shall be subject to the direction of the Under Sec-

retary for Intellectual Property on patent and trademark policy matters." As pre-

viously noted, the AIPLA strongly opposes to the CEO being subject to the direction

of the Under Secretary for Intellectual Property. This not only allows continuation

of the present micro-management of the PTO; it continues an unacceptable degree

of control by the Department.
Amended subsection (bX3) of section 3 provides that the CEO shall be com-

pensated in an amount not to exceed Level I of the Executive Schedule (currently

$148,000). An equal amount may be awarded as a bonus by the Secretary based on
the CEO's performance. AIPLA applauds the Administration for this realistic and
practical approach to providing appropriate incentives for attracting the type of

managerial skills the Corporation needs.

Amended subsection (e) of section 3 provides that no other officer or employee of

the Corporation shall receive basic compensation in excess of the basic rate of pay
for level III of the Executive Schedule (currently $123,100) or that for the Senior

Executive Service ES^ (currently $115,700). For the reasons stated with regard to

H.R. 1659, we believe that the only cap for the total compensation for other officers

and employees should be level I of the Executive Schedule (currently $148,400).

Subsection (j) of section 3 requires the Corporation to establish a joint committee
of employees with equal numbers appointed by the Corporation and designated by
the laoor organizations accorded exclusive recognition. Tne joint committee is to as-

sist the CEO by recommending the design and implementation of any position clas-
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sUication system, system to determine qualifications and procedures for employment
compensation and awards system, and contributions of the Corporation to the retire-

ment and benefits program.
AIPLA regards this proposal as totally unacceptable. While we do not object to

the status quo of management and labor rights and obligations as set forth in title

5, this scheme clearly places patent and trademark applicants in an untenable posi-

tion. It does not provide sufficient checks on the ability of the unions to unaccept-
ably escalate the cost of running the Corporation.

While the first sentence of subsection (m) of section 3 purports to exempt the Or-
ganization from any restriction or limitation on the number of employees it may
hire, the second sentence then limits the number by tying any increases to the per-

centage of increase in patent and trademark application filings. Since the PTO has
increasingly been prevented in the past from hiring enough additional employees to

keep pace with increased filings due to the Workforce Restructuring Act, this provi-

sion, Dy utilizing an insufficient base, would institutionalize that insufficiency. The
number of employees of the Organization should be a matter left solely to the CEO
with oversight by an advisory body.

The Administration's bill has no provision for an advisory body to oversee the ac-

tivities of the Corporation. Without the oversight of an advisory body comprised of
individuals with knowledge and experience in patents, trademarks, finance, automa-
tion and labor relations, aided by a permanent, highly qualified staff, AIPLA op-

poses enactment of the Administration's bill.

Section 109 of the Administration's bill amends section 41 with regard to estab-

lishing fees. It would allow the Corporation to recommend a schedule of fees which
must be approved by the Secretary before adoption. Fee increases would not be lim-

ited to increases in the Consumer Price Index. While the AIPLA does not in prin-

ciple object to de-linking fee increases from the Consumer Price Index, it should
only be granted if there is a strong, multidisciplinary advisory body to oversee the
operation of the Corporation and a clear obligation on the part of the CEO and oth-

ers in the Corporation to consult fully with the advisory body in advance of any pro-

Bosal to establish a schedule of fees. While we agree that the Corporation needs
exibility with regard to its fee setting authority, we also believe it is imperative

that appropriate oversight and guidance be possible to ensure that the interests of
users are mlly refiected in any proposal advanced or adopted by the Corjwration.
On the other hand, we do not believe that layering the approval of the Secretary
on the fee setting process is necessary or desirable. Such control only heightens our
concerns about the Administration's bill continuing the meddling by the Department
in the operations of the Corporation.
Revised subsection (eX5) of section 41 provides that the provisions of OBRA estab-

lishing the surcharge shall not apply to the revenues of the Corporation after Octo-
ber 1, 1998. AIPLA believes it is inappropriate and dangerous to continue these pro-

visions of OBRA for three years and believes they must be terminated effective with
enactment of the Administration's bill.

Section 118 of the Administration's bill calls for the Secretary to provide a report
not later than five years from enactment on the operation and effectiveness of the
legislation, together with any recommendations for change. Again, this provides yet
another invitation for officials in the Department of Commerce to micromanage the
operations of the Organization. Any review of the effectiveness of the Organization
should come from annual reports of an advisory body and oversight hearings by
Congress.

Title II of the Administration's bill creates the position of Under Secretary for In-

tellectual Property in a new section 1503c. Subsection (bX3) of new section 1503c
assigns to the Under Secretary the task of advising the Corporation on patent and
trademark policy. We do not oppose the creation of such an Under Secretary posi-

tion. What we do oppose is its proposed relationship to the Corporation. As we indi-

cated in our comments on amended section 2 of title 35, this return to the reporting
arrangements of the 1970's is unacceptable.
Subsection (bK9) of new section 1503c requires the Under Secretary to advise the

Secretary on programs and studies which the Corporation is carrying on coopera-
tively with foreign patent and trademark offices and international intergovern-
mental organizations. This function of the Under Secretary should be eliminated.
The Chief Executive Officer of the Corporation will be closer to his programs, and
therefore better able to advise the Secretary on his activities. Also, for the Under
Secretary to acquire the knowledge of the cooperative programs and studies of the
Corporation needed to advise the Secretary would lead to the type of interference
which should be avoided.
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H.R. 1766

The Department of Commerce Dismantling Act, H.R. 1756, would re-establish the
Department of Commerce as the Commerce Programs Resolution Agency, an inde-
pendent Agency in the Executive Branch. The Agency would be headed by an Ad-
ministrator appointed by the President to oversee the transfer and abolition of the
functions of tne Department of Commerce. The Commerce Programs Resolution
Agen
ofH.R. 1756.

Section 205 of H.R. 1756 would transfer the Patent and Trademark Oflice to the
Department of Justice. It would amend the OBRA to allow the Patent and Trade-
mark Office to use the fees generated bv the surcharge without an annual appro-
priation from the Congress. Finally, H.K. 1756 would give the Commissioner com-
plete freedom to adjust patent fees annually to cover the estimated cost of operation
of the Office. Annual aqjustments of the trademark fees would presumably remain
limited to increases in the Consumer Price Index.
AIPLA has not developed a position on the proposed elimination of the Depart-

ment of Commerce; however, we have major concerns regarding the proposal to

move the PTO to the Department of Justice. There are a number of reasons for our
concerns.

First, we take note that the Civil Division and the Antitrust Division of the De-
partment of Justice, by virtue of their clients and statutory mission, almost always
take positions against the validity and/or enforceability of patents. The Civil Divi-

sion, in defending patent suits against the Government, routinely alleges that the
patent in question is invalid and, if valid, is not infringed by the Government agen-
cy charged. The Antitrust Division, to the extent that it is involved with specific pat-
ents, traditionally argues that the patent has been used in some sort of anti-com-
petitive scheme which warrants denying the patent holder the enforceability of the
patent in question. In fact, we are not aware of any office in the Department of Jus-
tice that would normally have the responsibility of arguing to uphold the validity

and enforceability of patents.
In addition, there has always been a certain tension between the laws protecting

intellectual property and the laws regulating competition. After all, intellectual

property rights are designed to provide commercial exclusivity that may preclude
parties from utilizing the creations of others for limited periods of time. Nowhere
has this tension been more evident than in the debates over the years regarding
intellectual property policy between the PTO and the Antitrust Division. This is not
intended to impugn tne Department of Justice or the necessity for strong and vigor-

ous enforcement of this nation's anti-trust laws. Rather, it is to urge that, if the
PTO is to continue to report to a cabinet level ofiicial, it not be in a department
where the needs of the PTO would be diluted by competing interests from within
that department.
We note that those functions involving the licensing of patents arising from Gov-

ernment funded research assigned to the Department of Commerce have always
been kept separate from the activities of the PTO. This separation was believed to

be required because of the appearance of a conflict of interest that would arise if

the same bureau was both granting and licensing patents. This appearance of con-
flict would, in our opinion, be much more serious in a situation where a Government
Department had the responsibility of issuing patents with a presumption of validity,

while simultaneously arguing that this statutory presumption should be set aside
with respect to specific patents because its clients were defending themselves
against tne patents in question.
For all of the foregoing reasons, we do not believe that the PTO should be moved

to the Department of Justice. While several alternative possibilities come to mind,
we note that the Heritage Foundation, in considering the elimination of the Depart-
ment of Commerce, suggested that the PTO be transferred to the Treasury Depart-
ment. There could be other equally appropriate places for the Office to reside, but
it is our very strong view that the Department of Justice is not one of them.
We have previously joined with Intellectual Property Owners, Inc. and the Phar-

maceutical Research and Manufacturers Association to urge Congressman Chrysler
to consider H.R. 1659 as an alternative to his legislation. We understand that by
correspondence dated July 26, 1995, Congressman Chrysler Vias invited you to incor-

porate H.R. 1659 into H.R. 1756. We would agree with such a merger.

CONCLUSION

AIPLA believes that the PTO should be transformed into a Government corpora-
tion, free to operate without micro-management and interference from secretarial of-

ficers and mid-level bureaucrats and untethered from the red tape and regulatory
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morass that has limited the ability of the PTO to serve its customers. This could
be accomplished either by making the PTO an independent Government corporation

or, if unoer the umbrella of a cabinet level department, appropriately insulating it

in its legislative charter.

As our comments have shown, H.R. 1659, rather than the Administration's bill,

far more effectively achieves these objectives and is the better vehicle to use in

crafting the final legislation. We stand ready to work with you and the Subcommit-
tee to achieve this important goal.

Mr. MoORHEAD. Mr. Wamsley.

STATEMENT OF HERBERT C. WAMSLEY, EXECUTIVE
DIRECTOR, INTELLECTUAL PROPERTY OWNERS

Mr. Wamsley. Thank you, Mr. Chairman. I appreciate the oppor-
tunity speak today on behalf of Intellectual Property Owners, IPO,
in support of establishing the Patent and Trademark Office as a
Government Corporation.
IPO enthusiastically endorses the Moorhead-Schroeder bill H.R.

1659, which we believe will enable the Patent and Trademark Of-
fice to provide more cost-effective patent and trademark processing
for all companies, universities and inventors, large and small, in-

cluding the members of our association.

Mr. Chairman, H.R. 1659 is legislation that can make a dif-

ference. It reinvents the Patent and Trademark Office. It is a long
overdue proposal for unshackling the Office from the restraints and
Government redtape that have prevented the office from providing
first-class service to its customers. First-class service for inventors
and those who invest in research and development and commer-
cialization of new technology will translate into a stronger national
economy and a better standard of living for Americans.
While we can all agree, I think, on the broad objectives for a Pat-

ent and Trademark Office Government Corporation, as often is the
case, the devil is in the details. At IPO, we believe that any govern-
ment corporation must have as an essential feature the type of op-
erating flexibility for the Commissioner that is found in H.R. 1659.
This includes flexibility in employee compensation, numbers of em-
ployees hired, personnel policy, contracting and management of of-

fice space. It also includes managerial independence from the De-
partment of Commerce, which has had a long history of

micromanaging the Patent and Trademark Office.

We also strongly support the provisions in H.R. 1659 giving the
Office the ability to use all of the patent and trademark fees that
it collects from its customers. IPO's members consider the recent
actions by the Appropriations Committee, withholding patent sur-

charge money from the office, to be outrageous. Patent applicants
are being taxed to support the programs of the National Oceanic
and Atmospheric Administration of the Department of Commerce
and other agencies. The 1990 Budget Act needs to be an amended.
We agree that the Patent and Trademark Office should have bor-

rowing authority as proposed in H.R. 1659. Money should be bor-
rowed to finance capital improvements and to cope with fluctua-
tions in fee income.
We believe H.R. 1659 wisely retains the existing procedure under

which fees are set by Congress and annual inflationary adjust-
ments are made by the Commissioner in accordance with changes
in the CPI.

k
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We believe the Patent and Trademark Office Government Cor-
poration does not need to set its owoi fees in order to operate on
a businesslike basis. The levels and types of patent and trademark
fees are important policy issues. The Consumer Price Index limita-

tion on the amount of annual fee adjustments imposes some cost

control discipline on the Office, which, unlike private businesses,

has no cost control pressures stemming from competition.

We also believe it is essential to have an advisory board along
the lines of the one proposed in H.R. 1659 to provide a mechanism
for the Office's customers and other interested members of the pri-

vate sector to advise the executive branch and the Congress on
management of the Office.

Turning for a moment to labor-management relations, a topic

discussed at some length earlier today, we believe the Commis-
sioner must have flexibility. The Commissioner must have flexibil-

ity to hire the best employees, reward top performers, fire

nonperformers, and move people around. We believe H.R. 1659
takes the correct approach by prohibiting labor organizations from
striking, bargaining over compensation, or bargaining over the
number of employees assigned to work projects or the technology
and means of performing work.
We agree that labor organizations should retain their traditional

right to bargain over the impact and implementation of changes in

the workplace as proposed in H.R. 1659. A misstatement was made
earlier to the effect that H.R. 1659 does not preserve the existing

structure for labor organizations in the Federal Government. In

fact, H.R. 1659 preserves nearly all of chapter 71 of title V of the
United States Code.
W^e certainly would agree with the comments made this morning

by Mrs. Schroeder that there is no place for patronage appoint-

ments in the Patent and Trademark Office Government Corpora-
tion. We would be strongly opposed to any structure that opened
the door to that, and we believe that H.R. 1659 would not open
that door.

We would also support, as suggested by Mrs. Schroeder, appro-
priate provisions for

Mr. MOORHEAD. Can I ask you a question? Would you have a
civil service examination process or how are you going to avoid the
patronage?
Mr. Wamsley. The bill calls for the Commissioner to set up a

new personnel system, which would include procedures for hiring

employees. The bill gives flexibility to depart from the existing sys-

tem administered by the Office of Personnel Management, which
we believe experience has found to be too slow and too cum-
bersome. But nevertheless, there would have to be a merit system;
and there are provisions in title V of the United States Code that
would apply, requiring fairness and merit principles, and any hir-

ing system would have to follow that.

Mr. MooRHEAD. I wanted to, while you were talking about this

—

I have been approached by many people that are concerned about
the fact that they thought that someone could be fired without
cause and so forth. I would like your comments about that at this

point.
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Would you—there should be in the system that there be cause
for any kind of removal, should there not be?
Mr. Wamsley. I think any personnel system should require

cause for removal except possibly for the positions at the highest
executive levels, and I would be confident that the Commissioner,
in designing the personnel system as authorized by this legislation,

would include the cause for removal limitations.

Mr. MOORHEAD. You would include all of their retirement and
civil service benefits that any employee of the Government would
receive?
Mr. Wamsley. Yes. Those rights need to be protected and in fact

would be protected under both 1659 and the administration's bill.

Mr. MooRHEAD. Thank you.
Mr. Wamsley. In summary, in the labor-management area, when

balancing between the rights of management and labor, it must be
kept in mind that the Patent and Trademark Office Corporation
will be a monopoly. It is the only place the public can go for patent
and trademark processing. As a user-fee-funded agency, the Office

will be insulated from the budgetary pressures that are facing reg-

ular agencies today. So we can t, or the Congress shouldn't, use ei-

ther strictly the Government model for regular agencies or the pri-

vate-sector model, but we believe the provisions in H.R. 1659 are
appropriate.
Turning quickly to the administration's draft bill, at Intellectual

Property Owners, IPO, we are intrigued by the fact that the admin-
istration plans to rename the Office the U.S. Intellectual Property
Organization, or IPO. We are happy to hear that the administra-
tion does support the concept of a Government Corporation which
has the same broad objectives as the one that is being proposed in

H.R. 1659. Reluctantly, like the AIPLA, we have concluded that we
would oppose the bill in the form of the administration draft of

September 6, 1995, which is the latest version of the moving target.

That draft, as we understand it, provides the Commissioner with
no real insulation from the layers of middle management review by
the Department of Commerce, gives the Under Secretary the legal

authority to make final decisions on granting patents and trade-

marks, reduces the Commissioner in status by being appointed by
the Secretary instead of by the President, transfers fee-setting from
the Congress to the Secretary, repeals the Consumer Price Index
limitation on the size of annual fee increases, lacks a strong pro-

posal for eliminating the problem of withholding the patent fee sur-

charge money, has an inadequate exemption from restrictions on
the number of full-time equivalent employees that the Corporation
may employ, and contains no management advisory board.

So, on balance, we think the defects in the September 6 draft are

so serious that the bill would not improve the Patent and Trade-
mark Office. We believe that H.R. 1659 is a cost-effective proposal
that would improve the Patent and Trademark Office.

With regard to the Commerce Dismantling Act, we are opposed
to the transfer of the Patent and Trademark Office to Department
of Justice. We would support the alternative that has been men-
tioned of incorporating H.R. 1659 into the Department of Com-
merce Dismantling Act although we have no position on the Dis-

mantling Act itself
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Mr. Chairman, thank you for the opportunity to present IPO's

views.
[The prepared statement of Mr. Wamsley follows:]

Prepared Statement of Herbert C. Wamsley, Executive Director,
Intellectual Propehty Owners

Mr. Chairman and Members of the Subcommittee, I appreciate the opportunity

to appear before the Subcommittee today on behalf of Intellectual Projperty Owners
(IPO), to support establishment of the U.S. Patent and Trademark OAice (PTO) as

a government corporation.

IPO is a trade association that represents large and small companies, universities,

and individuals who own patents, trademarks, copyrights and trade secrets. IPO
members are responsible for a substantial share of the research and development
and patenting in the United States. In 1994, 25 organizations that are represented

on our Boaraof Directors, only a portion of the membership of the association, in-

vested $20 billion in research and development. During the same year, IPO mem-
bers were granted about 15,000 U.S. patents, 27 percent of all patents granted to

U.S. nationals.

The patent system encourages invention and encourages investment in commer-
cialization of new products and services. The Patent and Trademaric Ofiice, which
is the cornerstone of the patent system, must operate effectively if the svstem is to

fulfill its potential for creating jobs in U.S. industry and strengthening the national

economy. The Office also is essential to the effective operation of the trademark sys-

tem.
We compliment Chairman Moorhead and Representative Schroeder for introduc-

ing H.R. 1659, which establishes the Patent and Trademark Office as an independ-

ent government corporation with authority that wUl enable the Office to operate

with improved effectiveness and efficiency. We enthusiastically endorse H.R. 1659;

it will allow the Office to provide better service to the members of our association.

The other two bills that are subjects for today's hearing will not improve the Pat-

ent and Trademark Office. We oppose them in their current form.

BACKGROUND

IPO commissioned the report that was issued by the National Acadeiw of Public

Administration in 1989 entitled "Considerations in Establishing the Patent and
Trademark Office as a Government Corporation." That report concluded the Office

is well-suited for government corporation status. The Office has more in common
with private businesses than most government agencies do. The Office is supported

by user fee revenue and it must respond to demands for services that it does not

control.

For many years, the members of IPO have expressed concern about the quality

of patent and trademark examining work, the abilities and responsiveness of the

clerical and paper processing operations of the Office, and the expense of obtaining

patents. We explained in some detail the basis for these concerns during our testi-

mony before this Subcommittee in May 1992. Although the Office has worked hard
to improve its performance—and improvements have been made—we continue to be-

lieve that the flexibility offered by a government corporation will enable the Office

to improve its operations substantially.

At the 1992 hearing, we testified that Congress should "reinvent the PTO by es-

tablishing it as a government corpwration. ' IPO recommended then—and rec-

ommends today—that the Patent and Trademark Office corporation should include

the following main features:

Operating Flexibility—broad operating flexibility similar to that enjoyed by
private businesses with regard to personnel systems, employee compensation,

management of contracts and office space, and ability to inject entrepreneurial

spirit into its operations;
Borrowing Authority—authority for the Office to borrow money, subject to ap-

propriate limits; and
Voice for Users—a statutory advisory committee of private sector experts to

advise the head of the Patent and Trademark Office and members of Congress

on the administration of the Office.

In addition, the practice of the Appropriations Committees since 1992 of withhold-

ing a portion of the patent surcharge fees paid to the Office has created a need for

a fourth main feature of any PTO government corporation: Access to all patent fee

revenue.
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A pro government corporation with these features will enjoy many of the advan-
tages that a private business has over a conventional Federal government agency
in responding to customers.

OPERAnNG FLEXIBILITY UNDER H.R. 1659

We support the provisions in H.R. 1659 thai give the Office flexibility in employee
compensation, numbers of employees hired, personnel policy, contracting, and man-
agement of ofiice space, and the provision that makes the Office independent of the

Commerce Department. H.R. 1659 amends several arcane provisions in titles 5 and
35 of the U.S. Code that govern the authority of the Commissioner of Patents and
Trademarks to manage the operations of the Office. The importance of these provi-

sions should not be underestimated. They go to the heart of government corporation

authority.

Compensation and Benefits—By freeing the Office from the inflexible Federal gov-

ernment "GS" salary schedule (Sec. 103 of the bill), H.R. 1659 will allow the Com-
missioner to pay conripetitive salaries to employees with specialized training and ex-

perience, which the Office sometimes has been unable to do in the past. The Com-
missioner also will be able to increase the salaries of top performers faster than per-

mitted by the GS salary schedule, and will have the option of modifying, the stand-

ard government retirement, insurance, and other benefits. By raising the salary of

the Commissioner to Executive Level II from Level IV, the bill moves in the ri^t
direction, but we recommend a salary for the Commissioner equivalent to that
earned by an attorney who heads the intellectual property staff of a major private

company.
Personnel Ceilings—By exempting the Office (Sec. 103 of the bill) from govern-

ment-wide ceilings on the number of employees (the full-time equivalent or "FTE"
ceiling), H.R. 1659 will allow the Commissioner to hire as many employees as the
Office has money to hire. When the users are paying the full cost of operating the
Office, a government policj' of artificially restricting the number of FTE's in the Of-

fice to fewer than the Office can afford to hire is nothing short of ludicrous, from
a management point of view.

Personnel Policy—By freeing the Oflice from the rigid, seniority-based, govern-
ment-wide personnel system (Sec. 103 of the bill), H.R. 1659 gives the Commissioner
flexibility to design a new system that will give managers more freedom to hire and
reward employees, fire nonperformers, and move people around. IPO supports H.R.
1659's modification of section 7106 of title 5 of the U.S. Code, relating to labor-man-
agement relations. Labor organizations in the PTO government corporation should
not be permitted to strike, to bargain over compensation, or to bargain over the
number of employees assigned to work projects or the technology, methods, or
means of performing work. These limitations are necessary in order to implement
more flexible working policies within a reasonable time and control costs of oper-

ations. The PTO government corporation will have a monopoly position as the only
provider of patent and trademarlc services to the public, and as a user-fee funded
agency will be insulated from the budgetary pressures that face other agencies. H.R.
1659 preserves the traditional right of Federal labor organizations to bargain over
the impact and implementation of changes in the workplace.

Contracting and Office Space—By exempting the Ofiice from several statutes, Sec-
tion 102 of H.R. 1659 gives the Office flexibility to manage its own ofiice space, con-

tracts, and printing. Tnis authority will enable the Office to save money and to pro-

cure computer equipment and other products and services more quickly and effi-

ciently.

Independence from Commerce Department—By establishing the Oflice as an inde-
pendent government corporation outside the Department of Commerce (Sec. 101 of

the bill), H.R. 1659 gives the Commissioner freedom to operate the Office without
obtaining approval from layers of middle managers who review decisions on behalf
of the Secretary of Commerce. The Patent and Trademark Office currently pays sev-

eral million dollars a year for services from the Commerce Department that are of
little apparent value. Elimination of unnecessary Commerce management review
will save money and speed up Patent and Trademark Office activities. Former Com-
missioner C. Marshall Dann expressed a view of the Commerce Department shared
by several former Commissioners when he testified before a Congressional commit-
tee in 1980:

The Department of Commerce oflen impeded our efforts and rarely was
of assistance to the Patent and Trademark Office. Because the Office is a
bureau of the Department of Commerce, a great many actions could be
taken only after approval by or with active participation by the Depart-
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ment. At best, this involved delay, whUe quite often it amounted to obstruc-

tion of what we viewed as very constructive undertakings.
Many of the problems resulted simply from having aoditional layers of re-

view. For example, on legislative matters, not only was it necessary to have
clearance from the Office of Management and Budget before views were
Presented to the Congress, but it was also necessary for the Patent and
rademark Office to go to the Department of Commerce before there could

be any communication to 0MB. Sometimes Patent Office personnel had di-

rect contact with 0MB, though often they did not. The same thing was true

on budget matters. On personnel matters requiring the approval of what
during my tenure was known as the Civil Service Commission, it was in-

variably necessary to go first through the Personnel office of the Depart-
ment of Commerce. Internal Patent and Trademark Office organization
changes could be made only with approval from the Department.
Clearance with the Department did not ordinarily mean the approval of

one person. Instead, in routine bureaucratic fashion, each approvmg person
had a staff of persons reporting to him who first had to review the matter
at issue. In all the paper-shuffling, there was rarely a sense of urgency.

ACCESS TO ALL FEE REVENUES UNDER H.R. 1659

We support the provisions in H.R. 1659 (in Sec. 202 of the bill) that give the Of-

fice the ability to use all of the patent and trademark fees that it collects from its

customers. In particular, we urge prompt enactment of the provisions that eliminate

authority of the Appropriations Committees of the Congress to withhold fees in the
patent surcharge nind that was created by the Omnibus Budget Reconciliation Act
of 1990. IPO's members consider recent actions by the Appropriations Committees
withholding these funds to be outrageous.
The 1990 budget act created the surcharge fund as an accounting device to keep

track of the extra fee revenues that were required by the 1990 act. In our opinion,

the 1990 act never envisioned that the Appropriations Committees would withhold
any surcharee money from the Office. Unlbrtunately, the Appropriations Commit-
tees withheld $60 million from the Office between 1992 and 1995, despite com-
plaints by members of the Judiciary Committees. For fiscal year 1996, the situation

appears be even more serious. Recently the Senate Appropriations subcommittee
chaired by Sen. Granun has propwsed to withhold $55 million of 1996 surcharge
money, which is nearly 10 percent of the Office's proposed budget for 1996. This
withholding of fees that have been paid by inventors and companies to have their

patent applications examined is a tax on American innovation.

Congress must repeal the authority to withhold surcharge money, as proposed in

Section 202 of H.R. 1659, and also should transfer previously withheld funas to the
Office as proposed in Section 113 of H.R. 1659. Another provision in H.R. 1659 giv-

ing the Office freedom to use its own money is in Section 101 of the bill, which gives

the Office an exemption from the "apportionment" controls exercised by the Office

of Management ana Budget under chapter 15 of title 31 of the U.S. Code. We also

support this exemption. Without the authority to use its own money, the Office

never will be able to operate in a manner similar to private businesses.

BORROWING AUTHORITY UNDER H.R. 1659

Another key feature of H.R. 1659 that we support is borrowing authority, found
in Section 111 of the bill. The bill gives the Office authority to issue bonds or other

debt instruments in an amount up to $2 billion, which is about three times the Of-

fice's annual budget, to assist in financing Office activities. Private businesses bor-

row money routinely. Borrowing authority will help the Office operate more like a
private business.
For example, borrowing authority will enable the Office to build its own buildings,

if that option is determined to be more economical than leasing. Borrowing author-

ity, coupled with the exemption elsewhere in the bill from the Federal Property and
Aininistrative Services Act of 1949, will allow the Commissioner to make decisions

on Office space without the involvement of the General Services Administration.
Borrowing authority also is needed in order to finance other large, one-time cap-

ital improvements such as automating the search files. In the past decade the Office

has spent several hundred million dollars of current user fee income on search file

automation that has been of benefit primarily to future users of the Office. It is un-
fair to tax current users of the Office to pay the costs of long-term capital improve-
ments. Borrowed money is a better source of funding for such improvements.
Another important benefit of borrowing authority is to enable the Office to avoid

short-term cash flow problems. Under the current financing system, if the Office

25-138 96-6
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hires employees assuming a certain level of fllings and those filings fail to material-
ize, the income expected from filing fees will not be available and the Oflice may
find itself in a temporary cash flow squeeze that adversely affects long term pro-

grams. Similarly, if filings exceed estimates greatly, borrowed money may be needed
lor hiring extra staff until patent issue and maintenance fee income from the extra
filings is received. Borrowing authority also will make it easier to change the patent
fee schedule. For example, 3" patent filing and issue fees were lowered and mainte-
nance fees were raised, as has been proposed from time to time, money would be
needed to cover the temporary revenue shortfall. Borrowing is the best way to cope
with fluctuations in fee income.

CONGRESSIONAL CONTROL AND PRIVATE SECTOR ADVISORY BOARD UNDER H.R. 1659

We support the features of H.R. 1659 that preserve Congressional control and
oversight over the Office and insure a voice for private sector fee payers in how the
Oflice IS managed.
H.R. 1659 retains the existing authority of Congress to fix the tvpes and amounts

of the main patent and trademark fees, subject to the existing authority of the Com-
missioner, wnich is also continued, to raise fees annually by no more than the per-
centage that the Consumer Price Index (CPI) increases. IF*0 favors continuing the
existing arrangement, including the CPI Hmitation. The CPI limitation imposes cost

control discipline on the Office, which, unlike private companies, has no cost control
pressures stemming from competition.
The pro government corporation does not need to set its own fees in order to op-

erate on a business-like basis. As noted, borrowing authority gives the Office a way
to cope with fluctuations in customer demand. Changes in the levels or types of pat-
ent fees, beyond changes to adjust for inflation, should be approached cautiously.

Although the Office overall must raise enough money through fees to support its op-
erations, not all individual fees are currently set to recover the costs of performing
the services for which the fees are charged, nor should they be set in that way in
all cases. The proper level for patent and trademark fees is a policy issue.

The thoroughness of patent and trademark examination by the Oflice is deter-
mined in large part by the level of patent fees. For example, inventors and compa-
nies may spend tens of thousands of dollars or more on a patent search when a key
patent is litigated in court, but the public cannot afford this level of perfection in
patent searching for most cases. Fees should be changed only after considering the
views of all interested parties on how changes will affect incentives for invention
and investment that are provided by the patent and trademark laws.
We support the establishment of a Patent and Trademark Office Management Ad-

visory Board proposed in Section 104 of H.R. 1659. The board will guarantee a voice
for the Office s customers in how the Oflice should be managed. Tlie board as pro-
posed in H.R. 1659 will provide valuable information to the Congress through an
annual report transmitted to the Committees on the Judiciary of the House and the
Senate, and to the President. The Management Advisory Board will enable users
of the PTO to work in partnership with tne Commissioner and the Congress. PTO
users represented through the board will have a strong interest in helping oversee
the PTO and can be depended upon to insist on efficiency and effectiveness of Office
operations.

THE ADMINISTRATION'S BILL

Our comments on the Administration's bill are based on the September 6, 1995
draft of the "United States Intellectual Property Organization Act of 1995." We un-
derstand that a few more changes may be made before the bill is sent to Congress.
We compliment the Administration on supporting the concept of a Patent and

Trademark Oflice government corporation wnich, like the corporation proposed in

Moorhead/Schroeder bill H.R. 1659, is subject to the Government Corporation Con-
trol Act (31 U.S.C. 9101). The September 6 draft contains several features in com-
mon with H.R. 1659 and some innovative features including at least one—a sub-
stantially higher level of compensation for the Commissioner—that is an improve-
ment over the corresponding provision in H.R. 1659. We have concluded, reluctantly,
however, that we are opposed to the Administration's bill. The bill contains the fol-

lowing major weaknesses:
(1) It leaves the Patent and Trademark Office corporation (renamed the U.S. In-

tellectual Property Organization) in the Department of Commerce in a structure
that provides the Commissioner (renamed the Chief Executive Officer) with no insu-
lation from the layers of middle management review in Commerce. Moreover, the
Chief Executive (jfficer is demoted by reporting to the Secretary of Commerce
through an Under Secretary for Intellectual Property and two Deputy Under Sec-
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retaries, whose stafTs would be supported by up to $12 million a year in patent and
trademark fees. The Under Secretary is given the ofiicial authority to grant patents
and re^ster trademarks. The Secretary is given the authority to appoint members
of the Board of Patent Appeals and Interferences and the Trademark Trial and Ap-
peal Board.

(2) The Chief Executive Officer is further reduced in status by being appointed
by the Secretary of Commerce instead of by the President.

(3) Patent and trademark fee-setting authority is transferred from the Congress
to the Secretary of Conmierce, and the Consumer Price Index limitation on the size

of annual fee increases is repealed.

(4) The bill lacks a strong proposal for preventing the House and Senate Appro-
priations Committees from withholding patent surcharige money from the corpora-

tion.

(5) The hill gives an inadequate exemption from restrictions on the number of full-

time equivalent employees that the corporation may employ. Under the bill, the cur-

rent number of employees is established as the base, and annual adjustments are
permitted commensurate with changes in patent and trademark filings.

(6) The bill contains no management board or committee to give private sector

users of the corporation an opportunity to advise on the management of the corpora-
tion.

(7) The bill establishes a joint labor-management committee to make rec-

ommendations to the CEO on the design and implementation of personnel, com-
pensation, and benefits systems for the corporation. In our view, this arrangement
would result in new obstacles to efficient operation and large increases in the cost

of operating the corporation.
These weaknesses in the Administration's bill are so serious that the bill would

not improve Patent and Trademark Office operations.

H.R. 1756, DEPARTMENT OF COMMERCE DISMANTUNG ACT

EPO has no position on the Department of Commerce Dismantling Act except for

Section 205, wnich is the section dealing with the Patent and Trademark Oflice. We
oppose Section 205 because it would transfer the Patent and Trademark Office to

the Department of Justice and repeal the Consumer Price Index limitation on the
size of annual patent fee increases.

The Department of Justice is not an acceptable home for the Patent and Trade-
mark Office. Historically, tension has existed between the antitrust laws adminis-
tered by Justice and the patent and trademark laws. In addition, if the Oflice were
transferred to Justice, a conflict of interest might exist between the Office's mission
of granting patents and the mission of the Civu Division of Justice of defending pat-

ent suits for the government. Justice attorneys defending against patents regularly
attack the validity of the patents.
We understand that Representative Chrysler, the sponsor of the Department of

Commerce Dismantling Act, has indicated his willingness to have H.R. 1659 incor-

porated into his bill. We would support such an amendment.

CONCLUSION

IPO supports enactment of H.R. 1659, the PTO corporation bill sponsored by
Chairman Moorhead and Rep. Schroeder. We oppose the Administration s draft PTO
corporation bill dated September 6 and Section 205 of the Department of Commerce
Dismantling Act.

I will be pleased to answer any questions.

Mr. MooRHEAD. Mr. Dunner.

STATEMENT OF DONALD R. DUNNER, CHAIR, SECTION OF IN-

TELLECTUAL PROPERTY LAW, AMERICAN BAR ASSOCIATION

Mr. Dunner, Mr. Chairman, I appreciate the opportunity to ap-
pear before you today on behalf of the American Bar Association
and the 14,000 members of the Section of Intellectual Property
Law.
To give you the bottom line first, and then filling in some of the

details, we strongly favor the Moorhead/Schroeder bill, 1659. While
we commend the administration for some imaginative thinking in
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its administration bill, we are strongly opposed to a large number
of the proposals that we heard today from Commissioner Lehman.
We take no specific position on the Chrysler bill, but have some

special comments on its proposal to transfer the Patent and Trade-
mark Office to the Department of Justice.

Along with other speakers today, and it has nothing to do with
our Georgetown education, we feel that the Patent and Trademark
Office is an appropriate agency to form as an independent Grovem-
ment Corporation. We agree also with the NAPA representatives

on this score.

There are a number of concrete examples of the benefits of cor-

porate structure for the Patent and Trademark Office. In a com-
mendable effort to reduce the cost of government, the present ad-
ministration has mandated that virtually all executive branch
agencies reduce their number of employees by a more or less arbi-

trary percentage. The Patent and Trademark Office is included in

this mandate to reduce the full-time equivalent employee levels.

This is a prime example of circumstances in which the rules which
make sense for typical government agencies make little or no sense
for self-sustaining operations.

From the point of view of funding, the present structure of the
PTO works pretty well. As the workload increases through in-

creased applications for patents and for registration of trademarks,
more employees are needed to handle the workload, but since ris-

ing applications produce more rising revenues, the process is essen-
tially self-correcting and produces the needed additional revenue to

sustain operations. The same is true if, in fact, the service needs
were to decrease; less revenue, but fewer staff needed.
However, compliance with mandates for arbitrary across-the-

board staff reductions presents the Patent and Trademark Office

with a dilemma: reduced services, even if demand and revenue to

support the demand are rising or provide the necessary services by
devices such as contracting out services, almost inevitably at a
higher unit cost for the services involved. This makes no sense
from an efficiency and economy standpoint and no sense from the
point of view of fairness to the users who finance and sustain the
Patent and Trademark Office operations.

Another glaring example of unfairness to the user communities,
which would be corrected by H.R. 1659 in particular, is the practice
of not making available for expenditure by the Patent and Trade-
mark Office all user fees collected by the Patent and Trademark
Office. There is almost unanimity on this point. There is a feeling

that it is grossly unfair to have a surcharge on the Patent and
Trademark Office, to make it a self-sustaining organization, and
then treat it as a "cash cow," as Mrs. Schroeder mentioned, and to

deplete the funds to make it difficult for the Patent and Trademark
Office to meet its obligations. It makes absolutely no sense to do
that, and H.R. 1659 would correct that. Section 113(c), which we
applaud, of 1659 calls for the transfer to the Patent and Trademark
Office those residual and unappropriated balances remaining as of
the effective date within the Patent and Trademark Office sur-

charge fund. We support that provision, and we also support the
companion provision of your bill, section 202(b)(22), which would
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prevent future withholding of surcharge fetjs by making them avail-

able without appropriation. We feel that is absolutely essential.

It should also be noted that one of the many benefits of H.R.
1659 would be to provide the PTO with gn^eater flexibility in finan-
cial management, including borrowing authority such as that con-
tained in section 11 of your bill.

Beyond the foregoing, it is the association's view that the Cor-
poration should be headed by a CEO with considerable experience
in patent and trademark law appointed for a term of years by the
President, not 1^ a department head, with the advice and consent
of the Senate. The Corporation should have a board of directors or
an advisory committee including members from the private sector
with experience in patent and trademark law and experience across

a wide range of disciplines. The CEO should be the chief spokes-
person for the United States on patent and trademark matters and
not have divided responsibility as suggested in the administration
bill, and the corporation should have operating and financial flexi-

bility similar to that of a private corporation.
In varying degrees of specificity, the Moorhead/Schroeder bill

would satisfy these goals, would satisfy these needs, and accord-
ingly, we strongly favor its passage.
We also have had an opportunity to review, albeit briefly, the

proposed administration bill. As I said, we commend the adminis-
tration for its recognition of the need for an organization with
greater flexibility in budgetary, fiscal and administrative and other
management matters. The aaministration draft bill, however, dif-

fers from H.R. 1659 in significant, material respects and it is in

those respects that we cannot support that bill.

For example, it doesn't provide for an advisory board of the Cor-
poration. It calls for the appointment of an Under Secretary of
Commerce for Intellectual Property who will have direct line super-
vision authority over the Corporation. It also calls for the CEO to

be appointed, not by the President, but by the Secretary. Fees
would be set by the Secretary of Commerce. All patents would be
granted and all trademarks registered, not by the CEO, but by the
Under Secretary of Commerce for Intellectual Property. We strong-
ly favor H.R. 1659 to the extent it departs from these provisions.

We support a corporate structure under which both responsibility
and accountability are focused on the CEO of the Government Cor-
poration. We also believe that in such a corporate structure a board
of directors or, at a minimum, an advisory board is essential within
the setting of our Nation's patent and trademark operations. Such
a board is needed to provide advice and guidance to the CEO, par-
ticularly from the user community, and to provide a mechanism for

the user community to have a voice in the running of the Corpora-
tion,

We believe that the Corporation should be outside of the Depart-
ment of Commerce, as called for in H.R. 1659. We recognize that
Government Corporations, including the one we hope the Patent
and Trademark Office will become, are still part of the Government
and still subject to policy direction fi'om the President.
Although we don't support the approach, we also understand that

the Congress and/or the President may decide that a Government
Corporation should be subject to general policy direction, not only
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from the President, but from another officer of the Government
such as, perhaps, a Cabinet Secretary. However, this is not the sort

of Hnkage proposed in the administration's draft bill. In fact, a
number of the features of that bill totally depart from that concept.

Those features include (1) appointment of the CEO by the Sec-

retary of Commerce rather than by the President with senatorial

approval, and (2) the subordination of the CEO to direct line super-

vision of some Cabinet official, one whose subject matter respon-

sibilities are in large part coterminous with those of the CEO.
It has been mentioned that in earlier days, when there was an

Assistant Secretary of Commerce, distinct from the Commissioner
of Patents, there was tremendous conflict between those two per-

sons, leading a number of Commissioners to resign in disgust. I

fear that having this sort of organization will create even greater
conflicts because what is envisaged are not only an Under Sec-

retary but two Deputy Under Secretaries who would, in turn, have
supervisory authority over the CEO.

I might mention that the true nature of this CEO has been made
clear by the characterization, by some supporting the administra-
tion bill, as a factory. That is what it would be. You would have
a CEO who is strictly a businessperson, who really was not setting

policy, who was doing nothing more than grinding out patents and
trademarks. We think that would create great problems.
The provision for substantial funding of the operations of the

Under Secretary, 2 percent of the PTO budget which under today's

terms would be $12 million, is just inviting mischief. In fact, not
only would that money support patent and trademark operations;

it would support advice and counseling and policymaking in the
copyright sphere which, as you heard from Secretary Lehman, in

fact, if he had that position, or whoever had that position, would
be making copyright policy as well as patent and trademark policy.

Fee-setting authority to the Secretary, we submit, would invite

mischief. We feel that the authority should be in Congress, as it

has been in the past, with perhaps a bumper each year to reflect

the increases or changes in the CPI.
Again, appointment authority of the Trademark Trial and Appeal

Board and the Board of Patent Appeals and Interferences reposed
in the Secretary of Commerce, we think, is inappropriate.

Mr. Chairman, for the reasons I have mentioned, we strongly
urge support and enactment of the Moorhead/Schroeder bill, H.R,
1659, rather than the proposed administration bill.

In closing, I would like to mention, as I said before, we take no
position on Congressman Chrysler's bill to abolish the Department
of Commerce. We think, though, it would be a big mistake, if it is

abolished, to move the Patent and Trademark Office into the De-
partment of Justice. Not only does the Department of Justice have
no real interest and involvement in matters paralleling those of the
Patent and Trademark Office, but in the past the Department of

Justice has had views antithetical to the views of the patent sys-

tem. They have been at loggerheads before. We certainly think that
of all the agencies that mi^t be picked, the Department of Justice
would be the wrong one.
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Mr. Chairman, I thank you for the opportunity to appear here
today. I am sorry to have lengthened your proceeding any longer
than it needed to be, but we thank you.

[The prepared statement of Mr. Dunner follows:]

Prepared Statement of Donald R. Dunner, Chair, Section of Intellectual
Property Law, American Bar Association

Mr. Chairman and Members of the Subcommittee, I appreciate the opportunity
to present the views of the American Bar Association on the proposed restructuring

of the U.S. Patent and Trademark OfTice in the form of a government corporation.

As early as 1980, the American Bar Association adopted a policy favoring legisla-

tion to give the Patent and Trademark Office separate agency status outside the De-
partment of Commerce. As you no doubt recall, Mr. Chairman, it was in 1980 that
the House Judiciary Committee favorably reported legislation to do iust that. That
bill, H.R. 6933 of the 96th Congress, contained other reforms, including the patent
reexamination provisions now found in 35 U.S.C. 302-307, which are the subject of
your current bill, H.R. 1732.

Congressman Jack Brooks wrote dissenting views on H.R. 6933, objecting, among
other things, to the provisions of the bill giving independent status to the FTO. H.R.
6933 was seauentially referred to the Committee on Government Operations, then
chaired by Nlr. Brooks. In its report on H.R. 6933, the Committee on Government
Operations struck that provision from the bill, and it never became law.

Since 1980, the case for greater operating independence on the part of the PTO
has grown even stronger. In the 1980*8, we saw a movement toward first partial,

and later full, fiinding of the PTO through user fees. We in the ABA did not favor

the elimination of all public funding for the PTO. However, it has become a reality,

one that is unlikely to be reversed in the foreseeable future.

The fact that the PTO is now funded entirely by user fees is a development that
argues most strongly in favor of government corporation status for the PTO, as
caUed for in H.R. 1659, the "Patent and Trademark Office Corporation Act of 1995."

Fifty years ago, with the enactment of the Government Corporation Control Act
of 1945, Congress recognized that traditional governmental control systems, includ-

ing budget, personnel, financial management, and procurement systems, are not
suitable for revenue producing and self-sustaining operations, such as the PTO.

In its August, 1995 report entitled "Incorporating the Patent and Trademark Of-

fice," the National Academy of Public Administration (NAPA) identified established
criteria for the use of government corporate structures. The Academy is a Congres-
sionally chartered, nonprofit, nonpartisan organization formed to assist governments
at all levels-to improve their efficiency and performance.
According to NAPA's analysis, corporate structure is appropriate for government

programs which are predominately of a business nature, are revenue producing and
self-sustaining or potentially self-sustaining, and involve a large number of trans-

actions. These criteria are found in the Government Corporation Control Act of

1945, were articulated in President Truman's 1948 Budget Message, and were
reaffiirmed by the First Hoover Commission in 1949 and by NAPA's own 1981 Re-
port on Government Corporations.
We agree with NAPA's conclusion that the PTO meets the basic tests of these cri-

teria. In fact, the Academy's most recent report represents the third NAPA report
recommending corporate status for the PTO. The earlier reports were issued in 1985
and 1989, before the PTO had become fully funded by user fees. We hope, Mr.
Chairman, that the third time is the charm.
There are a number of concrete examples of the benefits of corporate structure

for the PTO to be found in recent history of the Office.

In a commendable effort to reduce the costs of government, the present Adminis-
tration has mandated that virtually all executive branch agencies reduce their num-
ber of employees by a certain more or less arbitrary percentage. The PTO is in-

cluded in this mandate to reduce FTE's, or "full time equivalent" employment levels.

This is a prime example of circumstances in which rules which may make sense
for typical government agencies make little or no sense for self-sustaining oper-
ations.

From the point of view of funding, the present structure of the PTO works pretty

well. As the workload increases through increased applications for patents and for

registration of trademarks—and it has risen steadily and predictably in recent
years-more employees are needed to handle the workload. However, since rising ap-
plications mean rising revenues, the process is self-correcting, and produces the
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needed additional revenue to sustain operations. The same would of course be true

if service needs were to decrease: less revenue, but fewer staff needed.
However, compliance with mandates for arbitrary across the board staff reduc-

tions presents the PTO with the following dilemma: reduce services, even if demand
and revenue to support the demand are rising, or provide the necessary services by
devices such as contracting out services, almost inevitably at a higher unit cost for

the services involved.

From the point of view of government efficiency and economy, this obviously

makes no sense. It also makes no sense from the point of view of fairness to the

users who finance and sustain the patent and trademark operations. Thev likely

will find themselves paying the same for reduced and inferior services, or will short-

ly be called upon to pay even more in order to sustain the same level of services

through less enicient, more costly mechanisms.
Another glaring example of unfairness to the user community which would be cor-

rected by movement to a corporate structure such as that called for in H.R. 1659
is the practice of not making available, for expenditure by the PTO, all user fees

collected by the PTO. How this "works," to use that term most loosely, is, as best

we can determine, as follows: each entity of Congress (Contunittees and Subcommit-
tees) which must decide on the funding of government agencies is given an overall

figure or "mark," which represents the total amount which that Committee or Sub-
committee may allocate among all the accounts for which it is responsible. To in-

crease any given account, the amount must be made up by an offsetting reduction

in another account within the portfolio of that Committee or Subcommittee.
The ofTsetting account need not be related. To use a sp>ecific example, crime fight-

ing fUnds can oe increased by reducing funding for patent and trademark oper-

ations.

Somewhat harder to understand, the offsetting "savings" need not take the form
of reducing expenditures of traditional revenues of the United States, i.e. "taxpayer
funds." In the case of PTO user fees, a portion of the total amount raised bv the

ftatent fee surcharge—money which is literally in the bank—is not "made available"

or expenditure by the PTO.
Since the surcharee was first imposed in 1991, the total amount of user fees so

impounded exceeds $60 million.

It is by no means clear what has happened to this $60 million. On the face of

it, it seems that the funds are still in existence, and merely need a stroke of the
legislative wand to make them reappear. I believe this viewpoint is reflected in sec-

tion 113(c) of H.R. 1659, which calls for the transfer to the PTO of those residual

and unappropriated balances remaining as of the effective date within the Patent
and Traaemark Office Surcharge Fund. Others argue that they are not, and that

the funds were exhausted when they were reallocated in the appropriations process.

Another conclusion, which some urge, founded more in pragmatism than in formal
analysis, is that, wherever the funds are, they are never coming back. Funds in the

surcharge account, like "guests" at the roach hotel in the well known television com-
mercial, check in, but they never check out.

Mr. Chairman, we do support the provision of your bill which calls for the recap-

ture of these impounded funds. Whether or not recapture is politically achievable,

we believe that the companion provision of your bill (section 202(bX22)), which
would prevent future withholding of surcharge fees bv making them available with-

out appropriation, is absolutely essential. A heavy demand was made on users of

PTO services when they were told they would have to fully fund the Office's annual
expenditures throu^ user fees, including the funding of extremely expensive long
term capital investments such as the automation systems. To follow this with an
annual sequestration of several million dollars of these user fees, to be diverted to

funding of other government operations, is fundamentally unfair.

On tne subject of the problem of funding long term capital investments through
annual budgeting funded by user fees, it should be noted tnat one of the many bene-
fits of corporate status for the PTO is the greater flexibility in financial manage-
ment, including borrowing authority such as that contained in new section 42(c) of

title 35, as found in section 111 of H.R. 1659. Such borrowing authority would allow

the Corporation to spread high cost capital expenditures, such as space acquisition

and major systems improvements, over the life of the asset, a step which would
more equitably distribute the financial burden on the users who will nave to finance

the improvements.
Earlier, I made reference to a long standing American Bar Association policy

statement favoring independent status for the F'TO outside the Department of Com-
merce. In keeping with the ABA position, we believe that the Corporation should
be headed by a CEO with considerable experience is patent and traaemark law, ap-

pointed for a term of years by the President, with the advice and consent of the Sen-
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ate. The Corporation should have a board of directors, including members from the
private sector with experience in patent and trademark law, should have a CEO
who is the chief spokesperson for the United States on patent and trademark mat-
ters, and have operating and financial flexibility similar to that of a private corpora-

tion.

In varying degrees of specificity, these features are each reflected in H.R. 1659,

and we favor enactment of the bill.

We have also had the opportunity to review a draft of an Administration bill, enti-

tled the "United States Intellectual Property Organization Act," dated September 6,

which we understand is in the final stages of development.
We commend the Administration for its recognition of the need for the PTO to

have greater flexibility in budgetary, fiscal, administrative and other management
matters. The Administration's draft bill, which would convert the PTO into a gov-

ernment corporation to be known as the "TJnited States Intellectual Property Orga-
nization," contains a number of features designed to achieve this flexibility.

The draft bill does differ from the Chairman's bill, H.R. 1659, in a number of re-

spects. For example, it does not provide for an advisory board for the Corporation,

but does call for the establishment of a new Under Secretary of Commerce for Intel-

lectual Property, who would have direct line supervision authority over the Corpora-
tion. The m-aft also calls for the appointment of the CEO by the Secretary of Com-
merce, rather than by the President, Fees would be set by the Secretary of Com-
merce, and all patents would be granted and all trademarks registered by the Under
Secretary of Commerce for Intellectual Property.

In these respects where the two bills differ, we favor adoption of the provisions

in H.R. 1659.
We support a corporate structure under which both responsibility and account-

ability are focused on the CEO of the government corporation. However, we also be-

lieve that in such a corporate structure, a board of directors or, at a minimum, an
advisory board, is essential. Within the setting of our nation's patent and trademark
operations, such a board is needed to provide advice and guidance to the CEO, par-

ticularly from the user community, and to provide a mechanism for the user commu-
nity to have a voice in the running of the corporation. Such participation is abso-

lutely essential to the success of the operation; the user community constitutes, at

the same time, both the stockholders and the customer base of the Corporation.
We believe that the Corporation should be outside the Department of Commerce,

as called for in H.R. 1659. We recognize that government corporations, including the
one we hope the PTO will become, are still part of government, and subject to policy

direction from the President. Although we ao not support the approach, we also un-
derstand that the Congress and/or the President may decide that a government cor-

poration should be subject to general policy direction not only from the President,

but from another officer of the government, such as a cabinet Secretary.

However, this is not the sort of linkage proposed in the Administration's draft bill.

Several features of the bill, each of which we believe is inappropriate, combine in

a total structure which raises serious questions whether the intended benefits of

conversion to a corporate structure could be realized.

These features are: (1) appointment of the CEO by the Secretary of Commerce,
rather than by the President with Senate approval; (2) the subordination of the

CEO to direct line supervision of a sub-cabinet oflicial, one whose subject matter
responsibilities are in large part coterminous with those of the CEO; (3) provision
for substantial funding of the o|>erations of the newly created Office of the Under
Secretary of Commerce for Intellectual Property, with the source of that funding
being a fixed share of patent and trademark user fees; (4) assignment of the author-
ity to issue patents and register trademarks to the Under Secretary for Intellectual

Property; (5) assignment of appointment authority of the Trademarii Trial and Ap-
peal Board and the Board of Patent Appeals and. Interferences to the Secretary of
Commerce; and (6) severe circumscription the authority of the CEO of the Corpora-
tion.

Let me say a few words about each of these features.

CEO APPOINTMENT

While vesting power of appointment of the CEO in the Secretary of Commerce is

not the most si^ificant defect in the Administration's draft bill, it is, we feel, a mis-
take. Presidential appointment, with the approval of the Senate, brings with it au-
thority and prestige not conveyed in case oi appointment by a cabinet secretary, es-

pecially where, as here, the appointment is by the head of the department to which
the CEO will be reporting. This represents not only a matter of political reality, but
of Constitutional dimension.
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Article II, section 2 of the Constitution of the United States requires that all Offi-

cers of the United States be appointed by the President, by and with the Advice and
Consent of the Senate. In its discretion. Congress may vest the power of appoint-
ment of "inferior Officers" in persons other than the President, including heads of
Departments. In our view, the task of managing and directing the patent and trade-

mark functions of the United States is not a responsibility wnich can appropriately
be assigned to an "inferior Officer" of the Unitea States. Indeed, it may be tnat the
appointment authority in the draft bill avoids Constitutional infirmity only because
other provisions of the bill circumscribe the duties of the CEO so severely that the
term 'inferior Officer" may be factually and Constitutionally appropriate.

SUPERVISION BY UNDER SECRETARY

The draft bill places the United States Intellectual Property Organisation "under
the policy direction of the Under Secretary of Commerce for Intellectual Property
with respect to patents and trademarks." It makes the CEO of the Organization
"subject to the direction of the Under Secretary of Commerce for Intellectual Prop-
erty on patent and trademark policy matters."
We interpret these provisions as placing the Organization and its CEO under di-

rect line supervision of the Under Secretary, and we understand this to be the in-

tent of the Administration in drafting the bill.

As I noted earlier, while we do not favor it in the case of the PTO, we recognize
that it is not uncommon to place government corporations under the general poUcy
direction of a cabinet official. However, the draft biU goes considerably further than
this, both in the source and degree of supervision.

Regardless of the statutory language used, supervision or guidance from a cabinet
head is likely to be quite different than that from a subordinate officer. Factors such
as breadth of responsibility, perspective, and severe time demands ordinarily dictate

that cabinet secretaries do not engage in detailed supervision of operations under
their guidance. Much more intrusive supervision is likely to result from the struc-

ture proposed under the Administration's bill.

Like tne United States Intellectual Property Organization, the position of Under
Secretary for Intellectual Property does not currently exist, but is a creature of the
proposed legislation. In essence, what is being proposed is a splitting of the func-
tions presently performed by the FTO under a single officer, the Assistant Secretary
of Commerce and Commissioner of Patents and Trademarks, into two operations
headed by two officers. Under this structure, not only is all policy authority moving
to the Under Secretary, but the CEO of the Corporation is placed under the direct
supervision of the Under Secretary.
We believe that such subordination of the CEO and the Corporation would be

antithetical to the degree of operational independence and authority needed for a
government corporation to work effectively. We understand that the Administration

ill contemplates the transfer of a number of top level, highly qualified policy staff

members from the Office of the Commissioner to the Office of Under Secretary. The
availability of this talent pool, the members of whom are currently active in running
the operations of the PTO, will increase the likelihood of supervision which is overly
detailed, counterproductive, and—from the perspective of the leadership and person-
nel of the Corporation—demoralizing.

FUNDING FOR THE UNDER SECRETARY

The manner and generosity of the funding proposed for the Under Secretary only
serves to heighten our concerns regarding excessive and counterproductive super-
vision of the corporation.

The draft bill would fund the Office of Under Secretary from patent and trade-
mark users fees, two percent of which are made available annually for the offices

of the Under Secretary. This would give the Under Secretary an entitlement to PTO
user fees in the neighboriiood of $12 million per year.
We have several concerns in this regard. One, this amount of money will finance

a level of activity that goes far beyond general policy direction. Considering that the
sources of the funding are patent and trademark user fees, it would not be surpris-
ing to find that the Under Secretary feels compelled to give the corporation atten-
tion and staff time commensurate with this rather large financial contribution. This
could very well increase the potential for a level of involvement by the Office of the
Under Secretary which is excessive and inappropriate.
We are also concerned that user fee funding lor all operations of the Office of the

Under Secretary once again would take us down the road of utilizing patent and
trademark fees for matters other than patents and trademarks. This would be the
case in that the Under Secretary's responsibilities would not be limited to patent
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and trademark matters, but would extend to all other forms of intellectual property
protection, most notably copyright matters, which are currently the subject of very
important, labor intensive efforts by the United States government, particularly in
the international arena. These efforts would, presumably, be funded with patent
and trademark fees.

PATENTS TO BE ISSUED BY THE UNDER SECRETARY

Under the Administration's draft bill, policy matters, including the decision

whether to issue individual patents and register individual trademarks, would mi-
grate to the Under Secretary. It is particularly difficult to understand why this core
Function of the Patent and Trademark Office should not, in a corporate structure,

be performed by the Corporation itself. As we read the draft bill, the authority of
the Under Secretary is not limited to establishing policy regarding patenting, such
as policy regarding patenting of a major emerging technology. The draft bill requires
that each and every individual patent be issued, and each and every trademark reg-

istered, by the Under Secretary. This would split the examination process, to be car-

ried out by the Corporation, from the decision to issue a patent or register a trade-

mark. We find this to be impractical, unworkable, and a further denigrating and de-

moralizing message to the Corporation and its personnel that they are not to be
trusted with governmental decision-making.

In this regard, it has been suggested to us that the Administration's bill was
drafted pursuant to a principle or belief that all governmental decision-making func-
tions must continue to be performed by a traditional government agency, m this

case by officers of the Department of Commerce. If this were the case, the theory
goes, the issuance of a patent or registration of a trademark, clearly governmental
functions, could not be assigned to a government corporation.

If this in fact is a premise of the bill, we believe it is a false premise. Government
corporations are not precluded from performing governmental functions. In a sense,

the opposite is true: if such an entity performs governmental functions, it is an en-

tity of the government, even if its enaoling statute declared it not to be. Lebron v.

National Rail Passenger Corporation. 115 S. Ct. 961 (1995).

LIMITED AUTHORITY OF THE CEO

Under the Administration's bill, the CEO of the proposed United States Intellec-

tual Property Organization, in canying out the functions assigned to the Corpora-
tion, would have considerably more flexibility than is currently enjoyed by the Com-
missioner. However, the functions of the CEO and the Corporation would be limited,

by statute, to these specific functions: the examination of patent and trademark ap-
plications and carrying out studies specifically related to such examination or to

other functions specifically assigned by statute to the Corporation.
The CEO would have no authority to issue patents or register trademarks, set

fees, or appoint members of internal trial and appellate boards. H.R. 1659 contains
a much preferable statement of the responsibilities of the CEO, including authority
to issue patents and register trademarks, a major advisory role to the President re-

garding both domestic and international patent and trademark matters, as well as
in regard to legislative changes in patent or trademark law. The Administration's
draft bill assigns no policy advisory role to the CEO, and apparently none is in-

tended.
In some government circles, the proposed new corporate structure for the PTO has

come to be known as "the factory." Many of us in the patent and trademark user
community were made uneasy by the emergence of that terminology. That uneasi-
ness turns to anxiety as we comprehend the appropriateness of that term to de-

scribe the structure proposed in the Administration's draft bill.

In liriit of the foregoing, we strongly urge enactment of the Moorhead/Schroeder
bill, H.K. 1659.

Finally, we take no position on H.R. 1756, Congressman Chrysler's bill to abolish
the Department of Commerce, other than to note that the provisions of section 205
of the bill, which would transfer the PTO to the Department of Justice, are incon-
sistent with the position of the ABA that the PTO be made "separate and independ-
ent" of the Commerce Department or any other Department. Given the fact that,

in the past, there have been strong tensions between the Department of Justice and
the patent community, placement in the Department of Justice seems particularly
inappropriate.

In this regard, we understand that Mr. Chrysler has recently endorsed the ap-
proach taken in H.R. 1659 regarding the future structure for patent and trademark
operations, a move which we applaud.
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Mr. MooRHEAD. We appreciate each one of you being here be-

cause your comments have been helpful.

Mr. Kirk, if the Patent and Trademark Office activities are no
longer subject to review by the Department of Commerce, who
should watch guard over how the Office handles hundreds of mil-

lions of dollars in fees?

Mr, Kirk. We would suggest the two mechanisms that I men-
tioned. One, there should be an effective advisory committee made
up of users of the patent and trademark system, expert in patent
and trademark matters, as well as a number of other disciplines,

to oversee the operations of the Office. It would have a permanent
staff; a small but permanent staff that could spend the time to

really understand what was going on in the Office—to look at the
numbers, to look at the operations, and to keep the advisory com-
mittee fully apprised of the health of the organization. This com-
mittee then could consult with and work with the Commissioner or

chief executive officer to provide appropriate oversight.

In addition to that, of course, you would have this committee and
the counterpart committee in the Senate which could conduct regu-
lar oversight hearings. And, finally, you would have annual audit
reports under either of the bills, so that we think there would be
sufficient oversight of the office under H.R. 1569.
Mr. MooRHEAD. If any of you have comments different from the

person answering the questions, don't hesitate to comment.
If the Office became a independent agency, would it suffer from

not having a Cabinet-level officer to speak in the interests of intel-

lectual property in the White House?
Mr. DUNNER. I might comment on that.

There has been some concern on that issue. There have been
views expressed that having—in fact, Commissioner Lehman ex-

pressed that view—that by having a spokesperson standing in for

you would improve clout within the administration. We think, how-
ever, that having a direct line to the President, not necessarily to

the President himself but to one of his designees, will continue to

provide the necessary clout.

We think that there will be collaboration with the Trade Rep-
resentative, there will be collaboration with the Department of

State, when it is necessary, and even the Department of Com-
merce, if it continues to exist. We think that that is not a sufficient

negative to detract from 1659 in its present form.
Mr. MooRHEAD. What level salaries do you think we should have

for the qualified Commissioner? You are giving him more authority
than you have before. At what level should he be?
Mr. DuNNER. Coming from private practice, I have a view. What-

ever salary you pay the Commissioner, even if it is at the level in

the administration bill, potentially $300,000, you are not really

going to compete with the salaries that the really top people can
draw either from industry or from the legal profession. But cer-

tainly that is a commendaDle number.
I would say that if you are paying a CEO and Commissioner,

who is making a policy decision, $150,000 with a possibility for

good performance of making $300,000, I doubt that you will have
any trouble getting the best qualified people. In the past, however,
we have been able to get some very solid, good people at even lower
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salaries. But I think that that higher level would assure you of
reaching the top talent pool.

Mr. Wamsley. I agree with Mr. Dunner's comments. If a way
could be found to establish a benchmark such as the salaries paid
to the chief intellectual property attorneys in the largest compa-
nies, who typically manage up to a few hundred attorneys, but far

fewer employees than the Patent and Trademark Office, that that
would be a good guide. That certainly would be a salary substan-
tially higher than level 1 of the Government executive schedule.
Mr. MooRHEAD. From a user's point of view, can the qualities of

Patent and Trademark Office services be improved? How will Grov-

ernment Corporations specifically be able to improve these serv-

ices?

Mr. Wamsley. We think the services can be improved. The Pat-
ent and Trademark Office has made major efforts to improve its

services in recent years, and some improvements have been made.
We continue to receive comments from our members that the qual-
ity of patent and trademark examining could be improved, and
paper handling, et cetera, could be more efficient and responsive.

I think the heart of the H.R. 1659 is the management flexibility.

The various kinds of flexibility provided to the Commissioner under
that bill will enable streamlining, faster decisionmaking and a
more efficient, more cost-effective way of providing patent and
trademark processing and services.

Mr. MooRHEAD. What about the administration's proposal for a
joint labor-management committee? Do you want to comment on
that?
Mr. DuNNER. I will defer to Mr. Kirk, who has experience on that

subject.

Mr. Kirk. I don't have a great deal of experience in that person-
ally, based on my activities in the Patent and Trademark Office,

but we have a great deal of concern about this proposal.

As you will find in my written statement, the AIPLA believes

that the labor-management equation should be left exactly where
it is today. Now, you can't leave it alone in the sense that when
you create a Government Corporation, you do have to make
changes in terms of exempting the corporation fi-om certain aspects
of title 5 of the United States Code, but then providing certain re-

strictions. But we believe that the balance should be exactly where
it stands today. It should not be cut back, it should not be ex-

panded.
With respect to the proposal in the administration bill, we be-

lieve that it goes far beyond the situation today, especially without
an advisory committee to oversee and provide balance. We are con-
cerned about that proposal.
Mr. MOORHEAD. Some employees are a little nervous about the

power of the Commissioner to decide on a new location for the Pat-
ent and Trademark Office once it is free from paying GSA rent.

Should there be board approval or some other check on such major
decisions, provided the board has this advisory authority?
Mr. DuNNER. Certainly fi'om not only the employee standpoint,

but from the practitioner standpoint. I remember when the Patent
and Trademark Office was in the Department of Commerce right

downtown, and they were thinking of moving it as far away as
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Crystal City, and we were in shock. We found that that wasn't so

bad. In fact, there was a lot of input then from the private sector.

Having an advisory committee, I think, would provide absolutely

essential input on that type of issue and would provide the nec-

essary counsel, the necessary input, the necessary restrgiint to pre-

vent the Commissioner from going hog wild on a matter such as

that.

Mr. MooRHEAD. Mr. Dunner, you probably have some idea about
this. Is it sound policy for the Patent and Trademark Office to be
100 percent self-sustaining in fees, and how will the borrowing and
investing power granted under 1659 affect this situation?

Mr. Dunner. Well, Your Honor—Mr. Moorhead—I am used to

being in court; I just finished a trial and have been saying "Your
Honor" more than you might imagine.
My view and the view of the association is, there was a time

when we were opposed to having a self-sustaining obligation. The
feeling was that innovators, inventors, made significant contribu-

tions to the Nation's well-being and economy, and the burden of

paying for granting patents and related activities should be shared
by the public and the inventor community.

I think we have come to live with the concept of a self-sustaining

Patent Office, and I don't think you hear many people objecting to

that right now. What they do object to is being charged to self-sus-

tain a Patent and Trademark Office and then have a large chunk
of the money paid for that purpose taken away for other purposes
having nothing to do with our matters.
Now, if you have a Patent and Trademark Office capable as an

independent Corporation of raising money through the issuance of

bonds and the like, you run the risk in a potential situation of hav-
ing a Commissioner of the PTO just continue to increase fees to

continue to fund operations and just borrow money in order to pay
for it.

Under our approach, and under 1659's approach, with Congress
imposing a limit on fees and also having an advisory committee's
input, I think you restrict the ability of any Commissioner to create
problems in that regard. So I think with 1659 the situation is liv-

able.

Mr. Moorhead. I think this has been a very interesting discus-
sion.

Mrs. Schroeder will submit questions if she has them for the
record.

We will be submitting questions from our absent members for re-

sponses.
We greatly appreciate your being here. This concludes the hear-

ing.

Thank you very much.
Mr. Dunner. Thank you, Mr. Chairman.
Mr. Kirk. Thank you.
Mr. Moorhead. The hearing is adjourned.
[Whereupon, at 12:50 p.m., the subcommittee adjourned.]



PATENT AND TRADEMARK OFFICE
GOVERNMENT CORPORATION

FRTOAY, MARCH 8, 1996

House of Representatives,
Subcommittee on Courts and

Intellectual Property,
Committee on the Judiciary,

Washington, DC.
The subcommittee met, pursuant to notice, at 10:02 a.m., in room

2226, Raybum House Office Building, Hon, Carlos J. Moorhead
(chairman of the subcommittee) presiding.

Present: Representatives Carlos J. Moorhead, Howard Coble, and
Martin R. Hoke.
Also present: Thomas E. Mooney, chief counsel; Mitch Glazier,

assistant counsel; Jon Dudas, assistant counsel; Sheila F. Wood,
secretary; and Betty Wheeler, minority counsel.
Mr, Moorhead, The Subcommittee on Courts and Intellectual

Property will come to order. Today we're meeting to conduct the
second and final day of hearings on legislation to transform the
Patent and Trademark Office into an independent Government
Corporation,

H,R. 1659, which has bipartisan support, and H.R. 2533, the ad-
ministration's bill which was introduced by request, provide a new
status for the PTO, one which gives prestige and independence to

a growing organization which is self-funded. Importantly, these
bills recognize that the employees of the PTO perform very impor-
tant governmental and quasi-judicial functions, and so a balance
must be reached between stability and flexibility. I believe that the
Government Corporation model existing in this legislation provides
this balance by establishing a new personnel management system
while reaffirming that PTO employees are, indeed, Federal employ-
ees, retaining Federal retirement oenefits, granting pay commensu-
rate with ability and experience, eliminating across-the-board per-
sonnel ceilings, giving enough financial autonomy to attract and re-

tain uniquely experienced employees, guaranteeing due process to

all employees for grievances, and retaining the status quo on cur-
rent union/management agreements. Importantly, oversight by the
President and Congress will continue to exist as it does today.
The creation of a Grovemment Corporation will complement ongo-

ing effi)rts currently happening throughout the PTO, such as
reengineering the patent and trademark examination systems and
expanding the delivery in service through regional centers around
the country. Flexibility needs to be granted in administrative areas
such as procurement, space acquisitions, budget and finance, and

(171)
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human resource management. This flexibility will cut some of the

redtape inherent in being engulfed by the Commerce Department
while providing the stability of maintaining Federal employee sta-

tus and benefits.

Under the pending legislation, employees of the PTO would not
be a part of the personnel management system of 0PM and would
be allowed higher pay based on individual achievement and per-

formance. For example, under H.R. 1659, introduced by Pat Schroe-
der and myself, the cap on the top basic pay rate available under
the present GS scale will increase from about $95,000 to about
$123,000, with a ceiling on total pay potentially increasing to

around $148,000. When there are employee problems, a negotiated
grievance procedure is maintained with a right to appeal to the
EEOC. Beyond regular Grovernment retirement, health and life

benefits, the Government Corporation will be able to enhance bene-
fits to include 401(k) programs, and increased health and life insur-

ance.
H.R. 1659 was written with the participation of employees from

the PTO. We attempted to strike an appropriate balance between
union and management which would translate into better service

to America's creative community by a great work force under the
oversight of Congress and the President.

In 1982, I became the ranking Republican on the Intellectual

Property Subcommittee and served in that capacity until last year
when I became its chairman. Prior to 1982, I was a member of this

subcommittee going back to the mid-1970's. In looking back on the
late seventies, I remember when we found out on our own about
the many problems the PTO was experiencing, through no fault of
its staff, but because administration after administration, both Re-
publican and Democrat, the Department of Commerce treated the
PTO as a second class operation. Pendency was up above 36
months and climbing; research files were missing.
The shoe box filing system was still in use which was developed

during the days of Thomas Jefferson. At that time these files con-
tained over 25 million documents and there were no serious plans
to computerize or modernize the office. At that time, the European
Patent Office and the Japanese Patent Office were being touted as
the model for the world to follow. We were outraged by what we
found.
Former Congressman Tom Railsback and I drafted an amend-

ment to the PTO's annual authorization bill, and the amendment
made two big changes. First, it directed the PPO to computerize
and come into the 20th century. Second, the change contained in

that amendment separated the PTO from the Department of Com-
merce and made it an independent agency. That amendment
passed the House Judiciary Committee by one vote. Its passage
sent shock waves throughout the Carter administration.
The very next day alter that amendment passed, the Secretary

of Commerce came to Capitol Hill to visit Tom Railsback and want-
ed to know what the problem was. We knew that the amendment
to separate the PTO would not survive because the administration
was opposed to it. The chairman of the Judiciary Committee, Peter
Rodino, as well as the chairman of the GrOvernment Operation
Committee, Jack Brooks, were opposed.
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We told the Secretary that we wanted more attention paid to the
pro. We agreed that at the very best the Commissioner of Patents
and Trademarks be raised to the level of Assistant Secretary of
Commerce, eliminating the middleman between the Commissioner
and the Secretary. It was a modest victory, but what has happened
since 1980 is that our PTO has developed into the very best Patent
and Trademark Office in the world, which I am very proud of.

Some of you may remember back 3 years ago when the IRS de-

cided to tax as income those examiners who were attending law
school at night, part of which was being paid by the PTO, and
made it retroactive for the previous 3 years. I offered an amend-
ment to the annual PTO autnorization requiring the PTO to indem-
nify those examiners. I did that because I believe it's important
that the PTO employees be encouraged to continue their education
and that the PTO continue to attract the very best talent this coun-
try has to offer.

Following that tax problem, I got word that the PTO was going
to abolish tneir practice of helping examiners and trademark attor-

neys pay for additional education. I actually saw an announcement
to that effect. I remember calling the Commissioner, Harry
Manbeck, in Geneva and asking him about it. He said he was not
aware of such a thing, and of course it never happened.

I'm telling you these stories to illustrate how long this sub-
committee has been working for the betterment of the PTO. I

would not support any legislation that would in any way damage
the PTO or its staff. We are not trying to dismantle this Office, or

to in any way lessen the quality of a United States issued patent.

As you know, there are people and groups who try to misuse our
svstem and there are special interest groups who work only for

themselves and could care less what happens to the PTO or its em-
ployees. We must work together to assure that the PTO remains
a model for the rest of the world. And we must work together to

see that the money that comes in for patent applications is used
to upgrade the Patent Office and not for each administration to

drain off and take for use of other purposes throughout the Federal
Government. That requires efficiency, flexibility, and a great work
force.

It is with these goals in mind that Mrs. Schroeder and I intro-

duced H.R. 1659, and I'm pleased to have our witnesses here today
to comment on both bills before us.

[The bill, H.R. 2533, follows:]
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104th congress
1st Session H. R. 2533
To amend tiue 35, United States Code, to establish the United States

Intellectual Property Organization, and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

October 25, 1995

Mr. MOORHEAD (both by request) (for himself and Mrs. Schroeder) intro-

duced the foUowng bill; which was referred to the Committee on the Ju-

diciary

A BILL
To amend title 35, United States Code, to establish the

United States Intellectual Propertj'^ Organization, and

for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States ofAmerica in Congress assembled,

3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the "United States Intellec-

5 tual Property Organization Act of 1995".

6 SEC. 2. FINDINGS.

7 The Congress of the United States finds that

—

8 (a) the granting of patents and the registration

9 of trademarks by the United States have promoted
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2

1 the usefal arts, strengthened the United States econ-

2 omy, improved interstate and international com-

3 merce, and benefited consumers by increasing the

4 types of products and services available to the public

5 and by providing the public with the abilitv- to distin-

6 guish between competing products and services;

7 (b) the Patent and Trademark Office has per-

8 formed the duties respecting the examination of pat-

9 ent and trademark applications, the granting of pat-

10 ents, and the registration of trademarks;

11 (c) the Patent and Trademark Office currently

12 has numerous services and products that the useps

13 of those services or products generalh' pay to re-

14 ceive;

15 (d) because there are a large number of trans-

16 actions, the revenues from fees associated with the

17 services and products defray the cost of delivering

18 those services and products;

19 (e) because of the increasing demand for serv-

20 ices and the changing nature of those services, the

21 Patent and Trademark Office needs to be able to re-

22 spond quickly to changes in demand or workload;

23 (f) for the above reasons, the Patent and

24 Trademark Office needs flexibility in budgetary, fis-

25 cal, and other management matters;

HR 2S33 IH
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3

1 (g) a restructured organization Avould provide

2 the necessary flexibility for the entity to meet its ob-

3 ligations and ensure that the patent and trademark

4 laws are promptly and efficiently administered; and

5 - (h) the United States Intellectual Property Or-

6 ganization should succeed to the duties of the Patent

7 and Trademark Office respecting the examination of

8 patent and trademark applications.

9 TITLE I—UNITED STATES INTELLECTUAL

10 PROPERTY ORGANIZATION

1

1

Subtitle A—Establishment; Powers and

12 Duties; Organization and Management

13 SEC. 101. ESTABUSHMENT OF THE ORGANIZATION.

14 Section 1 of title 35, United States Code, is amended

15 to read as follows:

16 **§ 1. EstabUshment

17 "(a) Establishment.—There is hereby established

18 a body corporate to be known as the "United States Intel-

19 lectual Property Organization" which shall be a unique

20 agency of the Department of Conmierce and report to the

21 Secretary of Commerce, subject to the policy direction of

22 the Under Secretary of Commerce for Intellectual Prop-

23 erty with respect to patents and trademarks, and which

24 isto—
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1 "(1) perform all duties respecting the examina-

2 tion of patent applications;

3 "(2) perform all duties respecting the examina-

4 tion of trademark applications;

5 "(3) disseminate patent and trademark infor-

6 mation to the public; and

7 "(4) perform all other duties the responsibility

8 for which is established by the Congress or that are

9 necessary' for the administration of the Organization.

10 "(b) Offices.—The United States Intellectual Prop-

11 erty Organization shall maintain an office for the service

12 of process in the District of Columbia or the metropolitan

13 area thereof, and shall be deemed, for purposes of venue

14 in civil actions, to be a resident of the District of Colum-

15 bia. The Organization may establish offices in such other

16 place or places as it may deem necessan- or appropriate

17 in the conduct of its business.

18 "(c) Reference.—For purposes of this title, the

19 United States Intellectual Property organization shall also

20 be referred to as the 'Organization'.".

2

1

SEC. 102. POWERS AND DUTIES.

22 Section 2 of title 35, United States Code is amended

23 to read as follows:
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1 § 2. Power and duties

2 "(a) The Organization, under the pohcy direction of

3 the Under Secretary of Commerce for Intellectual Prop-

4 erty with respect to patents and trademarks, shall have

5 the powers to carry out the functions and duties that are

6 authorized by law with respect to

—

7 "(1) the examination of patent and trademark

8 applications;

9 "(2) carrying on studies, programs, or ex-

10 changes of items or services regarding domestic and

11 international patent and trademark law or the ad-

12 ministration of the Organization, or any other mat-

13 ter included in the organic acts for which the Orga-

14 nization is responsible; and

15 "(3) carrying on programs and studies coopera-

16 tively with foreign patent and trademark offices and

17 international intergovernmental organizations or au-

18 thorizing such programs and studies to be carried

19 on, in connection wth the examination of patent and

20 trademark applications.

21 "(b) In order to accomplish the purposes of this Act,

22 the Organization

—

23 "(1) shall have perpetual succession unless dis-

24 solved by Act of Congress;

25 "(2) shall adopt and use a corporate seal, which

26 shall be judiciallj'^ noticed;

HR 2533 m
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1 "(3) may sue and be sued in its corporate

2 name;

3 "(4) may indemnify the Chief Executive Officer,

4 officers, attorneys, agents and employees of the Or-

5 ganization for Habilities and expenses incurred with-

6 in the scope of their employment;

7 "(5) maj'^ adopt, amend, and repeal bylaws,

8 rules, and regulations, governing the manner in

9 which its business will be conducted and the power

10 granted to it by law will be exercised;

11 "(6) if it is determined by the Administrator of

12 General Services and the Secretary of Commerce

13 that the Organization can acquire real property

14 more cost effectively for the Organization than the

15 General Services Administration, maj' acquire, con-

16 struct, purchase, lease, hold, manage, operate, and

17 alter any propertj^ real, personal, or mixed, or any

18 interest therein, as it deems necessary' in the trans-

19 action of its business, and sell, lease, grant, and dis-

20 pose of such property, as it deems necessary to ef-

21 fectuate the purposes of this title, for periods of time

22 or for terms that the Organization deems necessarj'-,

23 \vithout regard to the provisions of the Federal

24 Property and Administrative Services Act of 1949

25 (40 U.S.C. 471 et seq.), as amended, the Public

HR' 2633 IH
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1 Buildings Act of 1959, as amended (40 U.S.C. 601

2 et seq.), the McKinney Act (42 U.S.C. 11411-12),

3 and section 759 of title 40 (the "Brooks Act") (40

4 U.S.C. 759, as amended: Provided, Tliat if the Ad-

5 ministrator undertakes such activities on behalf of

6 the Organization, the Administrator shall have the

7 authority to charge the Organization for the actual

8 cost of undertaking these activities, but the Adminis-

9 trator shall exempt the Organization from paving

10 the approximate commercial charges provided for in

11 subsection 490(j) of title 40: Provided further, That

12 the Chief Executive Officer shall develop a results-

13 oriented acquisition and property disposal process

14 that must include quantitative and qualitative meas-

15 ures and standards for evaluating (1) the cost effec-

16 tiveness of the acquisition process and (2) the extent

17 to which the acquisition of goods and services cost

18 effectively satisfy the needs for which the items were

19 acquired. The process shall be consistent with the

20 principles of impartiality and competitiveness;

21 "(7)(A) may make purchases, contracts for the

22 construction, alteration, maintenance, or manage-

23 ment and operation of facilities and contracts for the

24 supplies or services, except personal services, after

25 advertising, in such manner and at such times suffi-
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1 cientlj' in advance of opening bids, as the Organiza-

2 tion shall determine to be adequate to insure notice

3 and an opportunity for competition: Provided, That

4 advertising shall not be required when the Organiza-

5 tion determines that the making of any such pur-

6 chase or contract without advertising is necessar^' in

7 the interest of furthering the purposes of this title,

8 or that advertising is not reasonably practicable;

9 "(B) may enter into and perform such pur-

10 chases and contracts for printing services, to include

11 the process of composition, platemaking, pressu'ork,

12 silk screen processes, binding, microform, and the

13 end items of such processes, as it deems necessary

14 to effectuate the functions of the Organization, wth-

15 out regard to sections 501 through 517 and 1101

16 through 1123 of title 44;

17 "(C) Notwithstanding subparagraphs (A) and

18 (B) above, procurement procedures, including those

19 related to advertising, shall be applied consistent

20 Avith all obligations under international agreements

21 on government procurement to which the United

22 States is a signatorv'. The Organization shall issue

23 internal guidelines, as appropriate, to ensure consist-

24 eney with such obligations;
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1 "(8) may use, with their consent, services,

2 equipment, personnel, and facilities of other civilian

3 or military agencies and instrumentalities of the

4 Federal Government, on a reimbursable basis, and,

5 on a similar basis, to cooperate with such other

6 agencies and instrumentalities in the establishment

7 and use of services, equipment, and facilities of the

8 Organization;

9 "(9) may obtain from the Administrator of the

10 General Services Administration such services as he

11 or she is authorized to provide to agencies of the

12 United States, on the same basis as those services

13 are provided to other agencies of the United States;

14 "(10) may use, with the consent of the agency,

15 government, or organization concerned, the services,

16 records, facilities, or personnel of any State or local

17 government agency or instrumentality or foreign

18 government or international organization to perform

19 necessary functions on the Organization's behalf;

20 "(11) may enter into and perform such con-

21 tracts, leases, cooperative agreements, or other

22 transactions with international, foreign and domestic

23 public agencies and private organizations and per-

24 sons as needed in the conduct of its business and on
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1 such terms as it deems appropriate, subject only to

2 applicable laws;

3 "(12) except as otherwise provided in section

4 10101 of the Omnibus budget Reconciliation Act of

5 1990, as amended (35 U.S.C. 41 note) may, as a fi-

6 nancially self-sustaining Federal organization with-

7 out reUance upon general taxpayer revenues, retain

8 and utilize all of its revenues and receipts, including

9 revenues from the sale, lease, or disposal of any

10 property, real, personal or mixed, or any interest

1

1

therein, of the Organization, including research and

12 development and capital investment;

13 "(13) shall have the priority of the United

14 States with respect to the payment of debts out of

15 bankrupt, insolvent, and decedents' estates;

16 "(14) may accept monetary gifts or donations

17 of services, or of property, real, personal, mixed, tan-

18 gible or intangible, in aid of any purposes herein au-

19 thorized. The Chief Executive Officer shall establish

20 written rules setting forth the criteria to be used in

21 determining whether or not the acceptance of con-

22 tributions of monetary gifts or donations or services,

23 or of property, real, personal, mixed, tangible or in-

24 tangible under this subsection would reflect unfavor-

25 ably upon the ability of the Organization, or any em-
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1 amination of patent and trademark applications, and

2 may delegate these responsibilities to the officers

3 and employees of the Organization whose perform-

4 ance of these duties shall be subject to the Oiief Ex-

5 ecutive Officer's re\'iew;

6 "(2) shall be subject to the direction of the

7 Under Secretary' of Commerce for Intellectual Prop-

8 ertv' on patent and trademark poUc>' matters;

9 "(3) shall receive as basic compensation for a

10 calendar year an amount not to exceed the equiva-

11 lent of the annual rate of basic pay for level I of the

12 Executive Schedule under section 5312 of title 5

13 and, in addition, may receive as a bonus awarded by

14 the Secretary*, an amount up to the equivalent of the

15 annual rate of basic pay for level I, based up)on the

16 Secretar\-"s evaluation of the Chief Executive Offi-

17 cer's performance

—

18 "(A) as defined in an annual performance

19 agreement between the Chief Executive Officer

20 and the Secretary' incorporating measurable

21 goals in such specific areas as productivity,

22 cycle times, efficiency', cost-reduction, innovative

23 waj'S of dehvering patent and trademark serv-

24 ices, and customer satisfaction, as delineated in

25 an annual performance plan, and
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1 "(B) as reflected in an annual report on

2 the results of the Organization's performance, a

3 copy of which shall be provided to the Office of

4 Management and Budget and the Congress:

5 Provided, however, That the Secretan' shall provide

6 the Director of the Office of Management and Budg-

7 et the opportunity- to review, before any bonus is

8 awarded, the annual performance standards, the

9 level of the proposed bonus, and any information

10 that the Secretaiy forwards regarding the bonus;

1

1

"(4) shall serve on the basis of a six-year con-

12 tract with the Secretary-, so long as performance, as

13 set forth in the annual performance agreement, is

14 satisfactory', and

15 "(5) shall, before taking office, take an oath to

16 discharge faithfully the duties thereof.

17 "(e) Status of Officers and Employees.—Offi-

18 cers and employees of the Organization shall be officers

19 and emplo\^es of the United States as defined by sections

20 2104 and 2105, titie 5. Except as otherwise provided in

21 this section, officers and employees of the Organization

22 shall be subject to the provisions of titie 5 relating to Fed-

23 eral emploj'ees.

24 "(d) The Chief Executive Officer shall affix the com-

25 pensation and number of, appoint, and direct all employ-
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1 ees of the Organization that he deems necessary to effect

2 the provisions of this title, consistent with chapter 23, title

3 5, United States Code; such determination of number, ap-

4 pointment, and compensation (including any awards) to

5 be made without regard to any other of the provisions of

6 title 5, United States Code, except that the principle of

7 veteran's preference shall apply with regard to appoint-

8 ment.

9 "(e) Limit on Compensation.—Except as otherwise

10 provided by law, no officer or employee of the Organiza-

11 tion other than the Chief Executive Officer shall receive

12 basic compensation for a calendar year that exceeds the

13 equivalent of the basic rate of pay for the Senior Executive

14 Service E&-6 (5 U.S.C. 5382). Total compensation, in-

15 eluding compensation based on performance (but not in-

16 eluding benefits or contribution to retirement systems),

17 may not exceed the equivalent of the basic rate of pay

18 for level I of the Executive Schedule under section 5312

19 of title 5.

20 "(f) Establishment of Classification, Appoint-

21 ment, and Compensation Systems.—Notwithstanding

22 the provisions of title 5, United States Code, the Chief

23 Executive Officer shall have sole and exclusive discretion:

24 "(1) over the establishment, amendment, or re-

25 peal of any position classification system, any system

HRSSSS IH
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1 to determine the qualifications and procedures for

2 appointment; any compensation and award system

3 except gainsharing, including wages and compensa-

4 tion based on performance, and over any supplement

5 to contributions of the Organization to the retire-

6 ment and benefits programs; and

7 "(2) to fix and adjust rates of pay without re-

8 gard to the provisions of chapter 53 of title 5, Unit-

9 ed States Code and abolish positions and layoff em-

10 ployees without regard to the provisions of chapter

11 35 of title 5, except that the principle of veteran's

12 preference shall apply in any layoff system.

13 "(g) Specific Exemptions From Title 5.—To ac-

14 complish the above, the following provisions of title 5,

15 United States Code, shall not apply to the Organization

16 and its employees:

17 "(1) Chapter 31 (employment authorities) ex-

18 cept for the provision governing nepotism (5 U.S.C.

19 3110).

20 "(2) CJhapter 33 (examination, selection, and

21 placement); except that the provisions governing rec-

22 ommendations of Senators or Representatives (5

23 U.S.C. 3303), selective service registration (5 U.S.C.

24 3328), the oath of office (5 U.S.C. 3331), and em-

25 ployee affidavits (5 U.S.C. 3333) and the principle

HB 2533 IH
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1 of veteran's preference, shall apply to the Organiza-

2 tion and its employees.

3 "(3) Chapter 35 (retention preference, restora-

4 tion, and reemployment), except the principle of vet-

5 eran's preference shall apply to any layoff system.

6 "(4) Chapter 43 (performance appraisal).

7 "(5) Chapter 45 (incentive awards).

8 "(6) Chapter 51 (classification).

9 "(7) Chapter 53, subchapter 3 (general pay

10 rates).

11 "(h) Application of Title 5.—The provisions of

12 chapters 83 (Civil Service Retirement System), 84 (Fed-

13 eral Employees Retirement System), 87 (Ufe insurance),

14 and 89 (health insurance) of title 5 shall apply to the offi-

15 cers and employees of the Organization. The Organization

16 may supplement the benefits provided under chapters 83

17 and 84 fix)m time to time. The Organization also may sup-

18 plement the benefits provided under chapters 87 and 89

19 to its officers and employees.

20 "(i) Payments for Benefits.—
21 "(1) The Organization shall make such pay-

22 ments to the Employees' Compensation Fund as are

23 required by section 8147 of title 5.

24 "(2) The Organization shall pay to the Civil

25 Service Retirement and Disability Fund

—
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1 "(A) such employee deductions and agency

2 contributions as are required by sections 8334,

3 8422, and 8423 of title 5;

4 "(B) such additional agency contributions

5 as are determined necessary by the Office of

6 Personnel Management to pay, in combination

7 with the sums under paragraph (1), the normal

8 cost (determined using d3niamic assumptions) of

9 retirement benefits for the employees of the Or-

10 ganization who are subject to subchapter m of

11 chapter 83 of title 5; and

12 "(C) such additional amounts, not to ex-

13 ceed two percent of the amounts under para-

14 graphs (1) and (2), as are determined necessaiy

15 by the Office of Personnel Management to pay

16 the cost of administering retirement benefits for

17 the Organization's employees and retirees and

18 their survivors (Which amounts shall be avail-

19 able to the Office as provided in section

20 8348(a)(1)(B) of title 5).

21 "(3)(A) The Organization shall pay to the Em-

22 ployees' Life Insurance Fund

—

23 "(i) such employee deductions and agency

24 contributions as are required by sections 8707

25 and 8708(a) of title 5; and
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1 "(ii) such amounts as are determined nec-

2 essary by the Office of Personnel Management

3 under subparagraph (2)(C) of this subsection to

4 reimburse the Office for contributions under

. 5 section 8708(d) of title 5.

6 "(B) The Organization shall pay to the Em-

7 ployees Health Benefits Fund

—

8 "(i) such employee payments and agency

9 contributions as are required by section 8906

10 (a) through (f) of title 5, and

11 "(ii) such amounts as are determined nec-

12 essary by the Office of Personnel Management

13 under subparagraph (2)(C) of this subsection to

14 reimburse the Office for contributions under

15 section 8905(g)(1) of title 5.

16 "(C) The amounts required under subpara-

17 graphs (A)(ii) and (B)(ii) of this paragraph shall

18 pay the Government contributions for retired em-

19 ployees who retire fix)m the Organization after the

20 date of transfer, the survivors of such retired em-

21 ployees, and survivors of employees of the Organiza-

22 tion who die after the date of transfer, prorated to

23 reflect the portion of the total civilian service of such

24 employees and retired employees that was performed

25 for the Organization after the date of transfer.

HR S5SS IH
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1 "(4) The Organization shall pay to the Thrift

2 Savings F\ind such employee and agencj^ contribu-

3 tions as are required by section 8432 of title 5.

4 "(j) Joint Labor-Management Committee.—The

5 Organization shall establish a joint committee, which will

6 include an equal number of members appointed by the Or-

7 ganization and employees who are designated by its labor

8 organizations accorded exclusive recognition under chapter

9 71 of title 5 to assist the Chief Ex^utive Officer by mak-

10 ing recommendations concerning the design and imple-

11 mentation of any position classification system, and any

12 system to determine qualifications and procedures for em-

13 ployment, any compensation and awards system, and con-

14 tributions of the Organization to retirement and benefits

15 programs.

16 "(k) Restrictions on FTE Not Applicable.—
17 The Organization shall not be subject to any restriction

18 or limitation on the number of full-time equivalent Federal

19 employees it may employ unless such restriction or limita-

20 tion is made apphcable to the Organization through an

21 amendment to this subsection. Beginning ^vith the first

22 full fiscal period following enactment of this bill, the num-

23 ber of full-time equivalent Federal employees available to

24 the Organization shall be a(^usted annually by a percent-

25 age equivalent to the projected change as determined by

HR 25S3 IH
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1 the Secretary of Commerce in patent and trademark appli-

2 cation filings, respectively, for each fiscal year. The projec-

3 tion shall be based upon a linear regression model taking

4 into account productivity changes.

5 "(1) Inspector General.—The Inspector General

6 of the Department of Commerce shall carry out all respon-

7 sibilities and duties required of him or her, and shall have

8 all powers and authorities vested in him or her, by the

9 Inspector General Act of 1978 (5 U.S.C. App. 3) as

10 amended, with respect to the programs, operations, and

1

1

activities of the Organization.".

12 SEC. 104. DEFINITIONS.

13 Section 6 of title 35 of the United States Code is

14 amended to read as follows:

15 **§ 6. Definitions

16 "As used in this title, the following terms have the

17 meanings indicated:

18 "(a) The term 'Chief Executive Officer' means

19 the chief executive officer of the United States Intel-

20 lectual Property Organization.

21 "(b) The term 'Commissioner' means the Com-

22 missioner of Patent and Trademarks.

23 "(c) The term 'Department' means the Depart-

24 ment of Commerce.

HRS<ISS IH
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1 "(d) The term 'intellectual property' shall in-

2 dude rights in inventions; in trademarks, service

3 marks, and commercial names and designations; in

4 hterary, artistic and scientific works; in perform-

5 ances of performing artists, phonograms and broad-

6 casts; in industrial designs; in trade secrets and sci-

7 entific discoveries; in semiconductor chip layout de-

8 signs; in geographical indications; and aU other

9 rights resulting fi*om intellectual activity in the in-

10 dustrial, scientific, hterary, or artistic fields.

11 "(e) The term 'organic statues' includes this

12 Act and the Federal statutes that confer authority

13 upon and refer specifically to the Office, the United

14 States Intellectual Property Oi^anization, the Com-

15 missioner, or the Chief Executive Officer, including

16 the Patent Act (35 U.S.C. 1, et seq.) and the Trade-

17 mark Act (15 U.S.C. 1051 et seq.).

18 "(f) The term 'Organization' means the United

19 States Intellectual Property Oi^nization.

20 "(g) The terms 'Patent and Trademark Office'

21 and "Office" mean the Patent and Trademark Of-

22 fice of the Department of Commerce.

23 "(h) The term 'Secretary' means the Secretary

24 of Commerce.".
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1 Subtitle B—Trademark Trial and Appeal

2 Board; Board of Patent Appeals and

3 Interferences; Suits By and Against the

4 Organization

5 SEC. 105. TRADEMARK TRIAL AND APPEAL BOARD.

6 Section 17 of the Act of July 5, 1946 (commonly

7 called the Trademark Act of 1946), as amended, is amend-

8 ed to read as follows:

9 "(a) Function.—In every case of interference, oppo-

10 sition to registration, application to register as a lawful

11 concurrent user, or application to cancel the registration

12 of a mark, the Chief Executive Officer of the United

13 States Intellectual Property Organization shall give notice

14 to all parties and shall direct a Trademark Trial and Ap-

15 peal Board to determine and decide the respective rights

16 of registration.

17 "(b) Composition.—The Trademark Trial and Ap-

18 peal Board shall include the Chief Executive Officer, the

19 officer of the Organization principally responsible for the

20 examination of trademarks, the officer of the Organization

21 principally responsible for the examination of patents, and

22 members competent in trademark law who are appointed

23 by the Secretary of Commerce. Each case shall be heard

24 by at least three members of the Board.".

HR uas m
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1 SEC. 106. BOARD OF PATENT APPEALS AND INTER-

2 FERENCES.

3 Section 7 of title 35, United States Code is amended

4 to read as follows:

5 "§ 7. Board of Patent Appeals and Interferences

6 "(a) Composition.—There shall be in the United

7 States Intellectual Property Organization a Board of Pat-

8 ent Appeals and Interferences. The Chief Executive Offi-

9 cer, the officer of the Organization principally responsible

10 for the examination of patents, the officer of the Organiza-

11 tion principally responsible for the examination of trade-

12 marks, and the examiners-in-chief shall constitute the

13 Board. The examiners-in-chief shall be appointed by the

14 Secretary of Commerce and shall be persons of competent

15 legal knowledge and scientific ability.

16 "(b) Function.—The Board of Patent Appeals and

17 Interferences shall, on written appeal of an applicant, re-

18 view adverse decisions of examiners upon applications for

19 patents and shall determine priority and patentability of

20 invention in interferences declared under section 135(a)

21 of this title. Each appeal and interference shall be heard

22 by at least three members of the Board. Only the Board

23 of Patent Appeals and Interferences may grant

24 rehearings.".
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1 SEC. 107. SUITS BY AND AGAINST THE ORGANIZATION.

2 (a) Sections 8 through 14 of this title (35 U.S.C. 8,

3 9, 10, 11, 12, 13, and 14) are renumbered 9, 10, 11, 12,

4 13, 14, and 15, respectively.

5 (b) The following new section is added to this title:

6 "§ 8. Suits by and against the Organization

7 "(a) Actions Under United States Law.—^Any

8 civil action, suit, or proceeding to which the Organization

9 is a partj' is deemed to arise under the laws of the United

10 States. Exclusive jurisdiction over all civil actions by or

11 against the Organization is in the Federal courts as pro-

12 vided by law. For purposes of filing suits, the Chief Execu-

13 tive Officer shall be the head of the agency.

14 "(b) Contract Claisis.—^Any action, suit, or pro-

15 ceeding against the Organization founded upon contract

16 shall be subject to the limitations and exclusive remedy

17 provided in sections 1346(a)(2) and 1491 through 1509

18 of title 28, whether or not such contract claims are cog-

19 nizable under sections 507, 1346, 1402, 1491, 1496,

20 1497, 1501, 1503, 2071, 2072, 2411, 2501, and 2512 of

21 title 28. For purposes of the Contract Disputes Act of

22 1978 (41 U.S.C. 601), the Chief Executive Officer shall

23 be deemed to be the agency head with respect to contract

24 claims arising with respect to the Organization.

25 "(c) Tort Claims.—^Any action, suit, or proceeding

26 against the Organization founded upon tort shall be sub-
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1 ject to the limitations and exclusive remedies provided in

2 subsection 1346(b) and sections 2671 throu^ 2680 of

3 title 28, whether or not such tort claims are cognizable

4 under section 1346(b) of title 28.

5 "(d) Federal Remedies Apply.—^Any action, suit,

6 or proceeding against the Organization based upon ci^^l

7 rights laws shall be subject to the limitations and exclusive

8 remedies provided for other Federal Government executive

9 agencies under 42 U.S.C. 2000e-16, 29 U.S.C. 633a, 29

10 U.S.C. 791 et seq., and 29 U.S.C. 206(d).

11 "(e) Prohibition on Attachments, Liens,

12 Etc.—No attachment, garnishment, lien, or similar proc-

13 ess, intermediate or final, in law or equity*, may be issued

14 against property of the Organization.".

1

5

SEC. 108. ANNUAL MANAGEMENT REPORT.

16 Section 15 of title 35, United States Code, as redesig-

17 nated by section 107 of this Act, is amended to read as

18 follows:

19 **§ 15. Reports to Congress

20 "(a) Annual Report on Monies and Statis-

21 TICS.—The Chief Executive Officer shall report to the

22 President and the Congress annually the monies received

23 and expended, statistics concerning the work of the Orga-

24 nization, and other information relating to the Organiza-

25 tion as may be useful to the Congress or the public.

HR aS33 IH
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1 "(b) Management Report.—The Chief Executive

2 Officer shall prepare and submit to the President and the

3 Congress an annual management report as required by

4 section 9106 of title 31.".

5 Subtitle C—Fees; Organization Moneys;

6 Borrowing; Audits

7 SEC. 109. FEES.

8 "(a) Establishment of Fee Schedule.—Section

9 41 of title 35 of the United States Code is amended to

10 read as follows:

11 ''§41. Fees

12 "Consistent with section 553 of title 5, the Organiza-

13 tion shall recommend a schedule to the Secretary' of fees

14 to be levied for the services rendered and products pro-

15 vided in carrying out its activities. Any schedule of fees,

16 or revision thereof, before it is promulgated, must be ap-

17 proved by the Secretary.".

18 (b) Principles for Developing Fee Sched-

19 ULES.—In the course of the deliberations to propose modi-

20 fications to the fee schedule, the Organization shall be

21 guided by the following principles:

22 (1) The fees shall be fair and equitable and

23 shall give due consideration to the objectives of the

24 patent and trademark ^^tems.
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1 (2) Financial relief, in the form of a 50 percent

2 reduction of the mjyor fees for filing a patent appli-

3 cation, and issuing and maintaining a patent, shall

4 be provided to individual inventors and non-profit

5 organizations. Such financial relief shall be provided

6 to small business concerns as defined in section 3 of

7 the Small Business Act (15 U.S.C. 632) and by reg-

8 ulations established by the Small Business Adminis-

9 tration.

10 (3) Fees shall be established, in the aggregate,

11 in such a manner that all costs of operating and

12 maintaining the Organization shall be recovered, in-

13 eluding depreciation, capital expenditures, and pay-

14 ments in lieu of taxes, if any, and to provide the

15 reimbursement under section 1503c(d) of title 15,

16 United States Code (15 U.S.C. 1503c(d)).

17 (4) Fees for the processing of trademark reg-

18 istrations and for other services and materials relat-

19 ed to trademarks shall be calculated based solely

20 upon the full cost of, and capital expenditures for,

21 such trademark operations. Furthermore, trademark

22 revenues shall be used exclusively for the processing

23 of trademark registrations and for other services and

24 materials related to trademarks, including a fair

25 share of allocated general and administrative sup-
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1 port costs and the reimbursement provided under

2 section 1503c(d) of title 15, United States Code (15

3 U.S.C. 1503c(d)).

4 (5) Fees for the processing of patent grants

5 and for other services and materials related to pat-

6 ents shall be calculated based solely upon the full

7 cost of, and capital expenditures for, such patent op-

8 erations. Furthermore, patent revenues shall be used

9 exclusively for the processing of patent grants and

10 for other services and materials related to patents,

11 including a fair share of allocated general and ad-

12 ministrative support costs and the reimbursement

13 provided under section 1503c(d) of title 15, United

14 States Code (15 U.S.C. 1503c(d)).

15 (c) Transition Provision for Fees.—The fee

16 schedule promulgated by the Patent and Trademark Of-

17 fice, which is in effect immediately prior to the enactment

18 of this legislation, shall remain in full force and effect until

19 such time as the Secretary of Commerce has established

20 and promulgated a schedule of fees.

21 (d) Exemption From Sequestration Orders.—
22 Section 255(g)(1)(A) of the Balanced Budget and Emer-

23 gency Deficit Control Act of 1985 (2 U.S.C. 905(g)(a)(A))

24 is amended by inserting after the "Tennessee Valley Au-
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1 thority fund . .
." the following, "United States Intel lec-

2 tual Property Fund".

3 (e) Conforming Amendments to OBRA.—Section

4 10101 of the Omnibus Reconciliation Act of 1990 (35

5 U.S.C. 41 note), as amended, is amended as follows:

6 (1) In subsection (a), by striking the phrase

7 "by subsections (a) and (b)".

8 (2) In subsections (b)(1)(A) and (b)(2)(A), by

9 striking "Patent and Trademark acti^^ties in the

10 Department of Commerce" and inserting in lieu

11 thereof "United States Intellectual Propertv Organi-

12 zation".

13 (3) In subsections (b) and (c), by striking all

14 other references to "Patent and Trademark Office"

15 and substituting therefor "United States Intellectual

16 Property Organization",

17 (4) In subsection (c), by striking "Commis-

18 sioner of Patents and Trademarks" and inserting in

19 lieu thereof "Chief Executive Officer of the United

20 States Intellectual Property Organization".

21 (5) Notwithstanding the provisions of any other

22 law, except insofar as such law amends this sen-

23 tence, on October 1, 1998, the pro\isions of section

24 10101, as they apply to the Organization, shall cease

25 to apply to the revenues of the Organization.
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1 (f) Recommend Tr<vdem.\rk Pee Schedile.—
2 Subsection 31(a) of the Act of July 5, 1946 (commonly

3 referred to as the Trademark Act of 1946), as amended,

4 is amended to read as follows:

.5 "(a) Consistent A\ith section 553 of title 5, the Orga-

6 nization shall reconmiend to the Secretary' a schedule of

7 fees to be levied for the senices rendered and products

8 pro^^ded in carrAing out its acti\ities. Any schedule of

9 fees, or re\ision therefore, before it is promulgated, nmst

10 be approved by the Secretarj^".

11 ig) PCT Fees.—Section 371 of title 35, United

12 States Code, is amended to read as follows:

13 "§ 376. Fees required

14 'The required pa\Tnent of the international fee and

15 the handling fee, which amounts are specified in the Regu-

16 lations, shall be paid in United States currency. The Orga-

17 nization shall charge national fees as provided in section

18 41 of this title and may also charge the following fees:

19 "(a) A transmittal fee (see section 361(d)).

20 "(b) A search fee (see section 361(d)).

21 "(c) A supplemental search fee (to be paid

22 when required).

23 "(d) A preliminary' examination fee and any ad-

24 ditional fees (see section 362(b)).
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1 "(e) Such other fees as estabUshed by the Sec-

2 ^etan^".

3 SEC. 110. ORGANIZATION MONIES.

4 Section 42 of title 35, United States Code, is aniend-

5 ed to read as follows:

6 **§42. United States Intellectual Property Organiza-

7 tion Funding

8 "(a) EST.UiLISILMEXT OF A REVOLMNG Fl'ND.

—

9 There is estabhshed with the Secretarv^ of the Treasury'

10 a revohing fimd, which shall be known as the Patent and

11 Trademark Organization Fund (the "Finid"). All fees for

12 senices performed or furnished by the Organization, will

13 be payable to the Organization, and, except as otherwise

14 pro\ided in section 10101 of the Omnibus Budget Ree-

15 oneiliation Act of 1990, as amended (35 U.S.C. 41 note),

16 fees authorized under section 31 of the Act of July 5,

17 1946 (commonly called Trademark Act of 1946), as

18 amended, and sections 41 and 376 of title 35, and all

19 other revenues and monies accruing to the Organization

20 shall be deposited in the Fund. Amounts deposited in the

21 Fund shall be available to the Organization for obligation

22 without further appropriation and shall remain available

23 for obligation without time limitation. All monies in the

24 Fund shall remain available to the Organization for obli-

25 gation until expended.
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1 "(b) Authority To Invest.—Upon the request of

2 the Organization, the Secretary of the Treasury shall in-

3 vest such portion of the Fund as is not, in the judgment

4 of the Organization, required to meet current withdrawals.

5 Such investments shall be in public debt securities with

6 maturities suitable to the needs of the Fund, as deter-

7 mined by the Organization, and bearing interest at rates

8 determined by the Secretary of the Treasury, taking into

9 consideration current market yields on outstanding mar-

10 ketable obligations of the United States of comparable ma-

1

1

turities. The income on such investments shall be credited

12 to and form a part of the F\md.

13 "(c) Authority To Issue Obligations.—To assist

14 in financing its activities, the Organization is authorized

15 after October 1, 1998 to issue obligations, to the Secretary

16 of the Treasury and the Secretary of the Treasury may,

17 at his or her discretion, purchase such obligations, pro-

18 vided that the amount of such obligations outstanding at

19 any one time does not exceed $2,000,000,000 and pro-

20 vided farther that expenditures (including capital invest-

21 ment and interest on borrowing) are fully offset by the

22 Organization's revenues in each fiscal year. For such pur-

23 pose, the Secretary of the Treasury is authorized to use

24 as a public debt transaction the proceeds of the sale of

25 any securities hereafter issued under chapter 31 of title
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1 31 of the United States Code and the purposes for which

2 securities may be issued under that chapter are extended

3 to include such purchases. Each purchase of obligations

4 by the Secretary of the Treasury shall be upon such terms

5 and conditions as to yield a return at a rate not less than

6 a rate determined by the Secretary of the Treasury, taking

7 into consideration the current yields on outstanding mar-

8 ketable obligations of the United States of comparable ma-

9 turity. The Secretary of the Treasury may sell, upon such

10 terms and conditions and at such price or prices as deter-

1

1

mined by the Secretary of the Treasury, any of the obUga-

12 tions acquired under this subsection. All purchases and

13 sales by the Secretary of the Treasury of such obUgations

14 under this subsection shall be treated as public debt trans-

15 actions of the United States. Fhinds obtained by the Orga-

16 nization from the issuance of such obligations shall be

17 credited to and form part of the Fund.

18 "(d) Form of Payment.—^All fees for services per-

19 formed by or materials furnished by the United States In-

20 tellectual Property Organization will be payable to the Or-

21 ganization.".

22 SEC. 111. AUDITS.

23 Chapter 4 of part I of title 35, United States Code,

24 is amended by adding at the end the following new section:
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1 **& 43. Audits

' 2 "The Organization shall reimburse the Inspector

3 General for the full cost of any audit conducted by the

4 Inspector Greneral or an external auditor under section

5 9105 of title 31 as determined by the Inspector General.".

6 Subtitle D—^Transfers; Use of Organization

7 Name; Transition Provisions; Technical

8 and Conforming Amendments

9 SEC. 112. TRANSFERS.

10 (a) Transfer of Functions, Powers, and Du-

ll TIES.—Except as otherwise provided in this Act, on the

12 eflfective date of this Act, there are hereby transferred to,

13 and vested in, the United States Intellectual Property Or-

14 ganization.all functions, powers and duties vested by law

15 in the Secretary of Conmierce or the Department of Com-

16 mence or in officers or components in the Department

17 with respect to the authority to examine patent and trade-

18 mark applications, and in the Patent and Trademark Of-

19 fice, and in the officers and components of such Office.

20 (b) Transfer of Assets, Liabilities, Etc.—The

21 Secretary of Commerce is authorized and directed, without

22 need of further appropriation, to transfer to the United

23 States Intellectual Property Organization, on the effective

24 date of this Act, those assets, liabilities, contracts, prop-

25 erty, records, and unexp)end^ and unobligated balances

26 of appropriations, authorizations, allocations and other
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1 funds employed, held, used, arising from, available or to

2 be made available to the Department of Commerce (inclu-

3 sive of funds set aside for accounts receivable which are

4 related to functions, powers and duties which are vested

5 in the Organization by this Act).

6 (c) Transfer of Invested Capital.—From time

7 to time, and at least at the close of each fiscal year, the

8 United States Intellectual Property Organization shall pay

9 into the Treasury as miscellaneous receipts interest on the

10 invested capital transferred to the Organization under

1

1

subsection (b) less the cumulative total of invested capital

12 repaid to the general fund. The rate of interest shall be

13 determined by the Secretary of the Treasury taking into

14 consideration the average market yield on outstanding

15 marketable obligations of the United States with remain-

16 ing periods to maturity of approximately one year during

17 the month preceding each fiscal year. Interest payments

18 may be deferred, but any interest payments so deferred

19 shall themselves bear interest.

20 SEC. 113. USE OF ORGANIZATION NAME.

21 Chapter 1 of part I of title 35, United States Code,

22 is amended by adding at the end the following new section:

23 **§ 16. Use of Organization name

24 "No individual, association, partnership, or corpora-

25 tion, except the Organization, shall hereafter use words
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1 'United States Intellectual Property Organization,' Tat-

2 ent and Trademark Office,' or any combination of such

3 words, as the name or part thereof under which such indi-

4 vidual or entity shall do business. Molations of the fore-

-5 going may be eiyoined by any Federal court at the suit

6 of the Organization. In any such suit, the Organization

7 shall be entitled to statutory damages of $1,000 for each

8 day during which such violation continues or is repeated

9 and, in addition, may recover actual damages flowing from

10 such violation.",

1

1

SEC. 114. TRANSITION PROVISIONS.

12 (a) Continuation of Contracts, Etc.—Except as

13 provided elsewhere in this Act, all contracts, agreements,

14 leases and other business instruments, and Ucenses, per-

i5 mits and privileges that have been afforded to the Patent

16 and Trademark Office prior to the effective date of this

17 Act, shall continue in effect as if the United States Intel-

18 lectual Property Organization had executed such con-

19 tracts, agreements, leases or other business instruments

20 which have been made in the exercise of functions which

21 are transferred to the denization by this Act.

22 (b) Continuation of Rules.—Until changed by

23 the United States Intellectual Property Organization, any

24 procedural and administrative rules appHcable to particu-

25 lar functions over which the Organization acquires juris-
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1 diction on the e£fective date of this Act shall continue in

2 effect with respect to such particular functions.

3 (c) Cessation op Certain Orders, Etc.—Unless

4 otherwise provided by this Act, as related to the functions

5 vested in the United States Intellectual Property Organi-

6 zation by this Act, all orders, determinations, rules, regu-

7 lations, and privileges of the Department of Commerce

8 shall cease to apply to the Organization on the effective

9 date of this Act, except for those which the Organization

10 determines shall continue to be applicable.

11 (d) Transfer Not Affecting Other Proceed-

12 INGS.—Except as provided elsewhere in this Act, the

13 transfer of functions related to and vested in the United

14 States Intellectual Property Organization by this Act shall

15 not affect judicial, administrative, or other proceedings

16 which are pending at the time this Act takes effect, and

17 such proceedings shall be continued by the Oi^anization.

18 (e) Transition Provisions for Employees.—
19 (1) Reassignment.—On the effective date of

20 this Act and without a break in service, all ofQcers

21 and employees of the Office on the day before the

22 effective date of this Act will become officers and

23 employees of the Organization or will be reassigned

24 to the Office of the Under Secretary for Intellectual

25 Property within the Department.
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1 (2) No SEPARATIONS OR REDUCTIONS IN COM-

2 PENSATION.—No officer or employee of the Office

3 who becomes an officer or employee of the Organiza-

4 tion shall, for a period of one year after the effective

-5 date of this Act, be subject to separation or to any

6 reduction in compensation as a consequence of the

7 establishment of the Organization.

,8 (f) TRANSITION Provisions for Labor Agree-

9 MENTS.—^All orders, determinations, rules, and regula-

10 tions regarding compensation and benefits and other

1

1

terms and conditions of employment in effect for the Of-

12 fice and its officers and employees on the day before the

13 effective date of this Act shall continue in effect with re-

14 spect to the Organization and its officers and employees

15 until modified, superseded, or set aside by the Organiza-

16 tion. The collective bargaining agreements between the

17 Patent and Trademark Office and National Treasury Em-

18 ployees Union 243, dated March 13, 1993, the Patent and

19 Trademark Office and the National Treasury Employees

20 Union 245, dated July 20, 1993, and the Patent and

21 Trademark Office and the Patent Office Professional As-

22 sociation, dated October 6, 1986, as well as the recogni-

23 tion of the three units, shall remain in effect until modi-

24 fied, superseded, rr set aside by the parties.
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1 SEC. 115. TECHNICAL AND CONFORMING AMENDMENTS.

2 (a) Section 5314 of title 5, United States Code is

3 amended by adding at the end "Under Secretary of Com-

4 raerce for Intellectual Property.".

5 (b) Section 9101(3) of title 31, United States Code,

6 is amended by adding at the end the following:

7 "(0) the United States Intellectual Prop-

8 erty Organization.".

9 (c) Section 602(d) of the Federal Property and Ad-

10 ministrative Services Act of 1949 (40 U.S.C. 474), is

1

1

amended

—

12 (1) in paragraph (20) by striking "or" after the

13 semicolon;

14 (2) in paragraph (21) by striking the period

15 and inserting "; or"; and

16 (3) by adding at the end the following:

17 "(22) the United States Intellectual Property

18 Organization.".

19 (d) Title 35, United States Code is amended

—

20 (1) in section 13 by striking "at the rate for

21 each year's issue established for this purpose in sec-

22 tion 41(d) of this title";

23 (2) in section 111 by striking "required bj'^ law"

24 and inserting "established by the Chief Executive

25 Officer";
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1 (3) in section 131 by striking the second occur-

2 rence of "Commissioner" and inserting "Under Sec-

3 retary for Intellectual Property";

4 (4) in the third sentence of subsection 135(2)

5 by striking "Commissioner" and inserting "Under

6 Secretary for Intellectual Property";

7 (5) in subsection 153

—

8 (A) by striking "Commissioner" and in-

9 serting "Under Secretary for Intellectual Prop-

10 erty"; and

11 (B) by striking "under the seal of the Pat-

12 ent and Trademark Office,"

13 (6) in section 251 by striking "Commissioner"

14 in all occurrences and insert "Under Secretary for

15 Intellectual Property";

16 (7) in section 254 by striking the second occur-

17 rence of "Commissioner" and inserting "Under Sec-

18 retary for Intellectual Property";

19 (8) in section 302 by inserting "estabUshed"

20 before the word "pursuant";

21 (9) in subsection 307(a) by striking "Commis-

22 sioner" and inserting "Under Secretary for Intellec-

23 tual Property";
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1 (10) in section 371(c)(1) by striking "provided

2 in section 41(a)" and inserting "established under

3 section 41";

4 (11) in all other occurrences by striking the

5 words "Commissioner of Patents and Trademarks"

6 and "Commissioner" (insofar as the word refers to

7 the Commissioner of Patents and Trademarks) and

8 inserting "Chief Executive Officer"; and

9 (12) by striking the words "Patent and Trade-

10 mark Office" whenever they appear and inserting

11 "United States Intellectual Property Organization".

12 (e) The Act of July 5, 1946 (commonly known as

13 the Trademark Act of 1946), as amended (chapter 22 of

14 title 15), is amended

—

15 (1) in paragraph 1(d)(1), second sentence, by

16 striking "in the Patent and Trademark Office" and

17 inserting "by the Under Secretary for Intellectual

18 Property";

19 (2) in subsection 2(d)—

20 (A) by striking "Patent and Trademark

21 Office" and inserting "United States"; and

22 (B) in the second and third sentences by

23 striking "Commissioner" and inserting "Under

24 Secretary for Intellectual Property";

25 (3) in section 7

—
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1 (A) in subsection (a) by striking "under

2 the seal of the Patent and Trademark Office

3 and shall be signed by the Commissioner" and

4
,

inserting "and shall be signed by the Under

5 Secretary for Intellectual Property";

6 (B) in subsection (d) by striking "Conunis-

7 sioner" and inserting "Under Secretary for In-

8 tellectual Property";

9 (C) in subsection (e) by striking "Commis-

10 sioner" in all occurrences and inserting "Under

11 Secretary for Intellectual Property";

12 (D) in subsection (g) by striking "Commis-

13 sioner" and inserting "Under Secretary for In-

14 tellectual Property"; and

15 (E) in subsection (h) by striking "Commis-

16 sioner" and inserting "Under Secretary for In-

17 tellectual Property";

18 (4) in subsection 12(a) by striking "shall refer

19 the application to the examiner in charge of the reg-

20 istration of marks";

21 (5) in section 45 by striking "The term Com-

22 missioner means the Commissioner of Patents and

23 Trademarks." and inserting "The term Chief Execu-

24 tive Officer" means the Chief Executive Officer of

25 the United States Intellectual Property Organization
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1 and the term "Under Secretary for Intellectual

2 Property" shall mean the Under Secretary for Intel-

3 lectual Property within the Department of Com-

4 merce.";

5 (6) in all other occurrences by striking the

6 words "Commissioner of Patents and Trademarks"

7 and "Commissioner" (insofar as the word refers to

8 the Commissioner of Patents and Trademarks) and

9 inserting "Chief Executive Officer"; and

10 (7) by striking the words "Patent and Trade-

11 mark Office" whenever they appear and inserting

12 "United States Intellectual Propert}^ Organization".

13 (f) Section 500(e) of title 5, United States Code, is

14 amended by striking "the Patent Office" and "the United

15 States Intellectual Property Organization".

16 (g) Subsection 5102(c) of title 5, United States Code,

17 by striking paragraph (23) and redesignating paragraphs

18 (24) through (30) as paragraphs (23) through (29).

19 (h) Section 5316 of title 5, United States Code, is

20 amended

—

21 (1) by striking "Commissioner of Patents, De-

22 partment of Commerce";

23 (2) by striking "Deputy Commissioner for Pat-

24 ents";
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1 (3) by striking "Assistant Commissioner for

2 Patents"; and

3 (4) by striking "Assistant Commissioner for

4 Trademarks".

5 (i) Subparagraph 9(p)(l)(B) of the Small Business

6 Act (15 U.S.C. 638(p)(l)(B)) is amended by striking

7 "Commissioner of Patents and Trademarks" and insert-

8 ing "Under Secretary for Intellectual Property".

9 (j) Section 4 of the Act of Februaiy 14, 1903 (15

10 U.S.C. 1511) is amended by striking "(d) Patent and

11 Trademark Office;" and redesignating subsections (a)

12 through (g) as paragraphs (1) throu^ (6), respectively.

13 (k) Section 19 of the Tennessee Valley Authority Act

14 of 1933 (16 U.S.C. 831r) is amended—

15 (1) by striking "Patent and Trademark Office"

16 and inserting "United States Patent and Trademark

17 Organization"; and

18 (2) by striking "Conmiissioner of Patents and

19 Trademarks" and inserting "Chief Executive Officer

20 of the United States Intellectual Prop)erty Organiza-

21 tion".

22 (1) Subparagraph 2320(d)(l)(A)(ii) of title 18,

23 United States Code, is amended by striking "Patent Of-

24 fice" and inserting "United States Patent and Trademark

25 Organization".
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1 (m) Section 1526(a) of title 19, United States Code

2 (19 U.S.C. 1526(a)) is amended by striking "Patent and

3 Trademark Office" and inserting in lieu thereof "United

4 States Intellectual Property Oi^nization".

5 (n) Sections 2242(b)(2)(A) and 2412(b)(2)(D) of

6 title 19, United States Code (19 U.S.C. 2242(b)(2)(A)

7 and 2412(b)(2)(D)) are amended by striking "Commis-

8 sioner of Patents and Trademarks" and inserting in lieu

9 thereof "Under Secretary of Commerce for Intellectual

10 Property".

11 (o) The Act of April 12, 1892 (27 Stat. 395; 20

12 U.S.C. 20) is amended by striking "Patent Office" and

13 inserting "United States Intellectual Property Oi^niza-

14 tion".

15 (p) Subsections 505(m) and 512(o) of the Federal

16 Food, Drug, and Cosmetic Act (21 U.S.C. 355(m) and

17 360b(o)) are amended by striking "Patent and Trademark

18 Office" and inserting "United States Intellectual Property

19 Organization".

20 (q) Subsection 702(d) of the Federal Food, Drug,

21 and Cosmetic Act (21 U.S.C. 372) is amended by striking

22 "Commissioner of Patents" and inserting "Cliief Execu-

23 tive Officer of the United States Intellectual Property Or-

24 ganization".
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1 (r) Section 2151t>-l of title 22, United States Code

2 (22 U.S.C. 21511^1) is amended by striking "Patent and

3 Trademark Office" and inserting in lieu thereof "Under

4 Secretary of Commerce for Intellectual Property".

5 (s) Section 305a of title 25, United States Code (25

6 U.S.C. 305a) is amended by stiiking "Patent and Trade-

7 mark Office" and inserting in lieu thereof "United States

8 Intellectual Property Organization".

9 (t) Subsection 105(e) of the Federal Alcohol Adminis-

10 tration Act (27 U.S.C. 205(e)) is amended by striking

1

1

"Patent Office" and inserting "United States Intellectual

12 Property Oi^nization".

13 (u) Paragraph 1295(a)(4) of title 28, United States

14 Code, is amended

—

15 (1) by striking "Patent and Trademark Office"

16 and inserting "United States Intellectual Property

17 Organization"; and

18 (2) striking "CJonunissioner of Patents and

19 Trademarks" and inserting "Chief Executive Officer

20 of the United States Intellectual Property Organiza-

21 tion".

22 (v) Section 1744 of title 28, United States Code, is

23 amended

—
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1 (1) by striking "Patent Office" each place it

2 appears and inserting "United States Intellectual

3 Property Organization";

4 (2) by striking "Commissioner o^ Patents" and

5 inserting "Chief Executive Officer of the United

6 States Intellectual Property Organization"; and

7 (3) by striking "Commissioner" and inserting

8 "Chief Executive Officer".

9 (w) Section 1745 of title 28, United States Code, is

10 amended by striking "Patent Office" and inserting

1

1

"United States Intellectual Property denization".

12 (x) Section 1928 of title 28, United States Code, is

13 amended by striking "Patent Office" and inserting

14 "United States Intellectual Property Organization".

15 (y) Section 2181 (c) and (d) of title 42, United States

16 Code (42 U.S.C. 2181 (c) and (d)) are amended by strik-

17 ing "Commissioner of Patents" and inserting in lieu there-

18 of "Chief Executive Officer of the United States Intellec-

19 tual PropertA'^ Organization".

20 (z) Section 160 of the Atomic Energy Act of 1954

21 (42 U.S.C. 2190) is amended—

22 (1) by striking "Patent Office" and inserting

23 "United States Intellectual Property Organization";

24 and
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1 (2) by striking "Commissioner of Patents" and

2 inserting "Chief Executive Officer".

3 (aa) Subsection 305(c) of the National Aeronautics

4 and Space Act of 1958 (42 U.S.C. 2457(c)) is amended—

5 (1) by striking "Commissioner of Patents" and

6 inserting "Chief Executive Officer of the United

7 States Intellectual Property Organization"; and

8 (2) by striking "Commissioner" and inserting

9 "Chief Executive Officer".

10 (bb) Subsection 12(a) of the Solar Heating and Cool-

11 ing Demonstration Act of 1974 (42 U.S.C. 5510(a)) is

12 amended by striking "Commissioner of Patent Office" and

13 inserting "Chief Executive Officer of the United States In-

14 tellectual Property Organization".

15 (cc) Section 1111 of title 44, United States Code, is

16 amended by striking "Commissioner of Patents" and in-

17 serting "Chief Executive Officer of the United States In-

1

8

tellectual Property Organization"

.

19 (dd) Sections 1114 and 1123 of title 44, United

20 States Code, are amended bj'^ striking "Commissioner of

21 Patents".

22 (ee) Sections 1337 and 1338 of title 44, United

23 States Code, and the items relating to those sections in

24 the table of contents for chapter 13 of such title are re-

25 pealed.
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1 (ff) Subsection 10(1) of the Trading With the Enemy

2 Act (50 U.S.C. App. 10(i)) is amended by striking "Com-

3 missioner of Patents" and inserting "Chief Executive Offi-

4 cer of the United States Intellectual Property Organiza-

5 tion".

6 igg) Section 5 of Public Law 103-226 is amended

7 as follows:

8 (1) In paragraph (a) by adding "and the Unit-

9 ed States Intellectual Property Organization" follow-

10 ing "General Accounting Office,".

11 (2) In subsection (b), by striking paragraphs

12 (3) through (6) and inserting the folloAving:

13 "(3) 1,998,200 during fiscal year 1996;

14 "(4) 1,958,200 during fiscal year 1997;

15 "(5) 1,917,300 during fiscal year 1998; and

16 "(6) 1,877,400 during fiscal year 1999.".

17 Subtitle E—Separability; Effective Date;

18 Report of the Secretary

19 SEC. 116. SEPARABILITY.

20 If any provision of this Act or the application thereof

21 to any person or circumstance is held invalid, the remain-

22 der of this Act, and the application of such provision to

23 other persons or circumstances shall not be affected there-

24 by.

HR 2633 IH
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1 SEC. 117. EFFECTIVE DATE.

2 This Act shall take effect 6 months after the date

3 of the enactment of this Act.

4 SEC. 118. REPORT OF THE SECRETARY.

5 Not later than five years from the effective date of

6 this Act, the Secretary of Commerce shall provide to the

7 President and the Congress a report on the operation and

8 effectiveness of the provisions of this Act and the costs

9 associated therewith. As part of the report, the Secretary

10 shall include (a) the Secretary's recommendation as to

1

1

whether the Organization should continue to exist and (b)

12 any recommendations for legislation the Secretary deems

13 necessary or appropriate as a result of his or her analysis

14 of the operation and effectiveness of the Act and the costs

15 associated therewith. The Secretary shall provide to the

16 President and the Congress additional reports that comply

17 with the requirements of this section every six years after

18 the submission of the first report. The preceding sentence

19 shall cease to be effective upon the enactment of legisla-

20 tion to terminate the Organization or to amend this Act.

21 TITLE n—UNDER SECRETARY FOR

22 INTELLECTUAL PROPERTY

23 SEC. 201. UNDER SECRETARY FOR INTELLECTUAL PROP-

24 ERTY.

25 (A) Appointment.—There shall be within the De-

26 partment of Commerce, an Under Secretary of Commerce
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1 for Intellectual property, who shall be appointed by the

2 P*resident by and with the advice and consent of the Sen-

3 ate.

4 (b) Duties.—The Under Secretary for Intellectual

5 Property, under the direction of the Secretary of Com-

6 merce, shall perform the following functions with respect

7 to intellectual property policy:

8 (1) Grant patents and register trademarks.

9 (2) Advise the Secretary on all aspects of intel-

10 lectual property policy, legislation, and issues, in-

11 eluding international trade issues concerning intel-

12 lectual property.

13 (3) Advise the Chief Executive Officer of the

14 United States Intellectual Property Organization on

15 patent and trademark policy as provided in section

16 2(a) of title 35, United States Code, as amended.

17 (4) Promote in international trade the United

18 States industries that rely on intellectual property.

19 (5) Advise the Secretary of State, the United

20 States Trade Representative, and other appropriate

21 department and agency heads, subject to the author-

22 ity of the Secretary, on international intellectual

23 property issues.
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1 (6) Advise Federal agencies on ways to improve

2 intellectual property protection in other countries

3 through economic assistance and international trade.

4 (7) Review and coordinate all proposals by

5 agencies to assist foreign governments and inter-

6 national intergovernmental agencies in improving in-

7 tellectual property protection.

8 (8) Carry on studies related to the effectiveness

9 of intellectual property protection throughout the

10 world.

11 (9) Advise the Secretary on programs and stud-

12 ies which the Organization is carrying on coopera-

13 tively, or is authorizing to be carried on, with for-

14 eign patent and trademark offices and international

15 intergovernmental organizations in connection with

16 the examination of patent and trademark applica-

17 tions.

18 (10) In coordination with the Department of

19 State, carry on studies cooperatively with foreign in-

20 tellectual property offices and international intergov-

21 emmental organizations.

22 (c) Deputy Under Secretaries.—The Under Sec-

23 retaiy for Intellectual Property shall be assisted by two

24 Deputy Under Secretaries of Commerce for Intellectual

25 Property. The Deputy Under Secretaries shall be ap-

mt M3A m
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1 pointed by the Secretary of Commerce to non-career posi-

2 tions within the Senior Executive Service and shall be

3 compensated in accordance with the provisions of title V,

4 United States Code. The Deputj Under Secretaries shall

5 perform such duties and functions as the Under Secretary

6 for Intellectual Property shall prescribe.

7 (d) POINDING.—The offices of the Under Secretary

8 for Intellectual Property shall be financially supported

9 through reimbursement from the United States Intellec-

10 tual Property Organization, in heu of all other payments

11 by the Organization, upon determination of requirements

12 by the Secretary and in an amount not to exceed two (2)

13 percent of the Organization's projected annual revenues

14 from fees for services and goods.
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[The prepared statement of Mrs. Schroeder follows:]

Prepared Statement of Hon. Patricia Schroeder, a Representative in

Congress From the State of Colorado

Thank you, Mr. Chairman, for scheduling this hearing to continue our consider-

ation of two bills that would reorganize the Patent and Trademark Office (PTO) as

a government corporation.

1 joined you in introducing both of these bills, H.R. 1659 and H.R. 2533, so that

we could have a fiill and careful debate about the best structure for the PTO. We
are all keenly interested in protecting the user fees that are paid by PTO's cus-

tomers from sennng as a "cash cow" and having those fees increasingly diverted for

f[eneral revenue purposes. That misuse of user fees is, as we have noted in our ear-

ier hearings, a tax on innovation, and it is unfair to PTO customers who have every
right to expect that those fees will be used to deliver services as quickly and effi-

ciently as possible.

I also support this subcontmiittee's consideration of corporatizing the PTO because
there are a number of ways in which the flexibility oi a government corporation

structure will allow the PTO to operate more effectively and efficiently. For exam-
ple, exempting the PTO from the Workforce Restructuring Act, with its personnel
ceilings, makes sense for an entity that is entirely funded by user fees.

Today's hearing, I hope, will allow us to really focus on another area of major con-

cern to me, and that is the importance of having provisions in any legislation we
ultimately approve that extend protections to PTO employees that are lunctionally

equivalent to those they now enjoy by virtue of Title 5 and other statutory provi-

sions. I believe this can be done consistent with the purposes that motivate us to

seek government corporation status for the PTO, but I am not assured that the pro-

posals before us at tnis point do so. So I am very interested in having a discussion

with our witnesses today to see what changes we need to make to ensure that em-
ployees of the PTO have the level of protection that they deserve. The issue to pay,
for example, concerns me greatly. Currently, PTO employees do not have the right

to collective bargaining with respect to pay, because they are covered by the General
Schedule pay rates. If we take away that coverage, what mechanism are we afford-

ing to the employees to ensure that their pay is fair?

I look forward to today's testimony, and to the opportunity to discuss these con-
cerns with our witnesses.

Mr. MooRHEAD. Our first witness is Mr. Rohrabacher. Has he
come in? Is Mr. Rohrabacher here? Oh, there you are, Dana. And
I understand that Congressman Hunter is going to join you.
Mr. Rohrabacher, you're recognized for 5 minutes.

STATEMENT OF HON. DANA ROHRABACHER, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. Rohrabacher. Thank you very much for this opportunity to

address the subcommittee this morning on this important issue of
the reorganization of Patent and Trademark Office.

I oppose both bills that are before you today. I am a great sup-
porter of downsizing government, but not by ignoring the respon-
sibilities given to the Federal Grovernment by our Founding Fa-
thers. Protecting private property rights is an inherent and fun-
damental job and function of the Federal Government. Intellectual
property is one of our most valued American assets and among the
most individual rights of our citizens.

I strongly favor the concept of privatizing certain government
functions. For example, postal delivery is a function that should be
totally privatized. Postal delivery is a function better served in the
private sector and by a private corporation. It deals with a service,
not a fundamental right of our people.

H.R. 1659, however, creates a Corporation fraught with problems
and danger. There is no provision for accountability to either the
Congress or anyone else for that matter. Removal of civil service
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status for the employees of the PTO subjects them to internal and
external pressure and influence. The permission to accept mone-
tary gifts, donated services, and the like, invites outside influence

by other nations, by large multinational corporations, and by many
special interest groups that have special agendas. They would be
able to bring to bear their influence on the judgment and policies

of the PTO.
The ability to issue indebtedness is another issue that is kind of

interesting here because, apparently, there is an ability to issue an
indebtedness of up to $2 million at any one time. I'm told that was
a misprint and that it was meant to say $2 billion, but I'm not
sure. But, they can issue this indebtedness and do it from, quote,

"time to time,' for the purchases by the Secretary of the Treasury.
But there is no definition or restriction here on that money, from
what I can see, and there is no really definition of what "time to

time" means. And this is really an open line of credit for the PTO
and the American taxpayers, especially if we're talking about $2
billion instead of $2 million.

Also, we have a situation, the Commissioner, although appointed
by the President with the advice and consent of the Senate, can
only be removed by the President for cause, once this new restruc-

turing takes place. It is interesting that the employees can be re-

moved at the will of the Commissioner, and his or her appointees.

By the way, the Commissioner or his or her appointees can just re-

move these people no matter what, and they will have no protec-

tion in terms—written into law, saying that people can be removed
from the PTO just only for cause.

Mr. Hoke. Mr. Rohrabacher.
Mr. Rohrabacher. Yes?
Mr. Hoke. It is $2 million, not $2 billion.

Mr. Rohrabacher. My staff has told me that that might have
been a mistake; I understand that, but that needs to be clarified.

Mr. Hoke. I'm looking at the language in the bill. If it is a mis-
take, it's not just a single zero that has been misplaced, but three
zeros. I think that the intention is clearly $2 million not $2 billion.

Mr. Rohrabacher. Fine.

The Commissioner—by the way, the Commissioner, who now
serves at the pleasure of the President, can in this legislation only

be removed for cause; thus, he becomes an independent player.

H.R. 2533 may solve some of these problems, but not without creat-

ing more problems than it solves.

Formation in H.R. 2533, the formation of an intellectual property
organization which deals only with patents and trademarks, does
not deal with the rest of our intellectual property, and I believe

that it is a misnomer and oversight at best in that situation. The
creation of an additional layer of bureaucracy, which would be es-

tablished by H.R. 2533, within an already bureaucratic Department
of Commerce, really doesn't seem to be a good idea. It seems to be
just adding bureaucracy by creating, and it creates this Undersec-
retary of Commerce for Intellectual Property, and that seems to de-

feat the very purpose expressed by the Vice President, who is a big

supporter of this legislation, in his arguments for reinventing gov-

ernment.



230

According to the legislative language, H.R. 2533 creates a unique
agency of commerce subject to the policy and direction of the Under
Secretary of Intellectual Property. We already have a unique agen-

cy called the Patent and Trademark Office. If, in fact, we wish to

create a truly inclusive, unique agency to deal with intellectual

property, we should consider combining the Patent and Trademark
Office with the Copyright Office under the Library of Congress.

That's an alternative that I think would be much more positive

than what we're being presented here.

The chief executive officer of this newly-formed Corporation

would be appointed by the Secretary of Commerce. The current

Commissioner, which is the CEO, replaces the one appointed by
the President, and would be—let me just say, I realize that my
time is up, but I—I'll just go right to the end, and I will submit
the rest of my statement for the record.

Let me just get right to the fundamental of this. And that is,

when we're talking about patents, and we're talking about people's

intellectual property rights, we are talking about fundamental indi-

vidual rights that are every bit as important to this country, and
should be, as every other civil liberty, whether it is a right to free-

dom of speech, freedom of press, freedom of religion, and freedom
to own one's physical property, whether it's your money or your
land.

This idea of making this some sort of a quasi-independent oper-

ation that's going to oversee these fundamental rights, this isn't

what our Founding Fathers had in mind, and there are some real

dangers in doing this, and I outlined a few here today. If we do
need some reform, there are ways to do it and keep it within the
Government and make sure that these people that are making de-

cisions that are so important to our country's future as to who
owns specific new ideas and new technologies. This is done in a ju-

dicious and a very formal way, so that the Government can protect

these rights rather than leave them to some organization with
independence from elected officials.

Well, thank you very much, and I will submit the rest of my
statement for the record.

[The prepared statement of Mr. Rohrabacher follows:]

Prepared Statement of Hon. Dana Rohrabacher, a Representative in
Congress From the State of California

Mr. Chairman: Thank you for the opportunity to address the subcommittee this

morning on the important issue of reorganizing the Patent and Trademark Office.

I oppose both bills before you today. I am a great supporter of downsizing govern-
ment, but not by ignoring the responsibilities given the federal government by our
Founding Fathers m the Constitution. Protecting private property ri^ts is an in-

herent governmental function. Intellectual property, one our most valued American
assets, is among these rights.

I strongly favor the concept of privatizing certain government functions. For ex-

ample, postal delivery is a function which should be totally privatized. It would
function better in the Private sector, as a private corporation. It deals with service,

not the fundamental rights of our people.
H.R. 1659 however, creates a Corporation fraught with problems and danger.
There is no provision for accountability to either the Congress or anyone else for

that matter.
The removal of civil service status for the employees of the PTO subjects them

to internal and external pressure and influence.
The permission to accept monetary gifts, donated services and the like, invites the

outside influence of other nations, large multinational corporations, and many spe-
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cial interest groups with special agendas, to have a bearing on the judgement and
policies of the PTO.
The ability to issue indebtedness of up to $2 million at any one time (I'm told that

this an misprint, and that $2 billion was meant), "and do it from time to time" for

purchase by the Secretary of the Treasury. There is no definition or restriction of
Hime to time," and no accountability to anyone. This is an open line of credit for

the PTO from the American taxpayer.
The Commissioner, although appointed by the President, with the advice and con-

sent of the Senate, can only be removed by the President for cause. It is interesting
that the employees of this new entity can be removed at the will of the Commis-
sioner, and hia/her appointees, without the protection of for-cause-only-removal,
which they now enjoy. The Commissioner, however, who now serves at the pleasure
of the President, can in this new legislation only be removed for cause.
H.R. 2533 may solve some of these problems, but not without creating more prob-

lems than it solves.

The formation of an Intellectual Property Organization which deals only with pat-

ents and trademarks and does not deal with the rest of our intellectual property
is an oversight and misnomer at best.

The creation of an additional layer of bureaucracy within the already bureaucratic
Department of Commerce by creating an Undersecretary of Commerce for Intellec-

tual Property defeats the purpose expressed by the Vice President in his ailments
for reinventing government.
According to the legislative language, H.R. 2533 creates a unique agency of Com-

merce subject to the policy direction of the Undersecretary of Intellectual Property.
We already have a unique agency called the Patent and Trademark Office. If, in

fact, we wish to create a truly inclusive and unique agency to deal with intellectual

property, we should consider combining the Patent and Trademark Ofrlce with the
Copyri^t Office under the Library of Congress.
The Chief Executive Officer of this newly formed corporation would be appointed

by the Secretary of Commerce. The current Commissioner, which this C.E.O. re-

places, is appointed by the President. To replace the Commissioner with someone
appointed by the Secretary would lead me to believe that the movers of this concept
obviously do not attach the same importance to the intellectueil property of this

country that our Founding Fathers did.

The ability given to this Chief Executive Officer to borrow $2 billion eflectively

removes this $2 billion from the Appropriations process, and removes this agency
from congressional oversight. Either the inventors of this nation, or the taxpayers,
will have to pay the bills lor this extravagance.

In summary, the Patent Office is not a business. It makes a quasi judicial decision

by granting a patent which must stand up in court. Grouping the Patent and Trade-
mark Office with the other agencies designated to become Performance Based Orga-
nizations as a part of the Vice President's plan to reinvent government is ridiculous.

You cannot compare the judicial functions of the PTO with an Animal and Plant
Health Inspection Service, or the Defense Commissary Agency. Those other agencies
may well meet the criteria set out by Vice President Gore in his PBO proposals. The
Patent and Trademark Office does not. The PBO criteria, as set out by Mr. Gore,

require an agency to separate its "factory functions" or services from its policy re-

sponsibilities. To consider the responsibilities of patent examiners in the granting
01 patent protection as a "factory function" is absurd.
We are risking America's ultimate asset. Patents and American intellectual prop-

erty protection nave been the mainspring of job generation and a strong economy.
In a recent book Patent Wars—the Battle to Own the World's Technology the author,

Fred Warshofsky, stated "Where nations once fought for control of trade routes and
raw materials, they now fight for exclusive rights to ideas, innovations and inven-

tions." If we press forward with this legislation to corporatize, we are handing these

rights over to the multinationals and foreign interests.

Corporatization of the PTO would seriously compromise Congressional oversight

of this essentially judicial function.

The integrity of the American patent system is essential to the nation's research
and development industries. Long-term corporate research, university basic re-

search, ana nailitary breakthrough technologies would all suffer from a weakened
patent sjrstem.

You will cheapen American patents if you follow through with changing the Pat-

ent Office. If we destroy this office, we cannot put it back together. Ajnericans are

dependent upon the creative process and intellectual property protection to create
jobs. We are talking about giving up our technological lead for the next 100 years.

As Mark Twain said, "A country without a good patent is like a crab that moves
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sideways and back ways." If we do not preserve the integrity of the patent system

we will in fact be taking a giant step backwards. Thank you.

Mr. MoORHEAD. Congressman Hunter.

STATEMENT OF HON. DUNCAN HUNTER, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. Hunter. Thank you, Mr. Chairman, and Mr. Hoke, and
thanks for allowing a refugee from the National Security Commit-
tee to come over and testify to you on this very important subject.

You're both finends and gentlemen whom I respect greatly.

Let me just say that we are now called the National Security

Committee, instead of the Armed Services Committee, because we
have come to recognize that the security of this country is more
than just the personnel and the arms that are borne in the various

armed services. Certainly, our intellectual capability, our creativity,

our innovation in this country has rewarded us not only economi-

cally, but in an international defense sense. So, what we do with
our patents system is very important to national security.

I associate myself with most of the remarks made by Congress-

man Rohrabacher.
The problem, the basic problem, I think, is this, Mr. Chairman:

The award of a patent is an award of property rights. It's an
award, a validation, a recognition by Government of property
rights. To delegate that to a private entity is something that I

think is potentially very, very dangerous.
We live in a political city; we are political animals ourselves in

this county, and this country necessarily needs a good dose of poli-

tics in certain sectors to run effectively. But in the award of prop-

erty, there is no substitute for an impartial judge. A patent exam-
iner in a very real sense is a judge. He makes a determination and
goes over the factors of whether the application represents some-
thing that is new, that is nonobvious, that is fully disclosive. Fur-
ther ne has to make that decision in an environment that is totally

devoid of politics.

And the idea that we're going to have an organization in which
the examiners, these judges, can be dismissed without cause by
their boss, and their boss is a guy who can and will see his door
open on many occasions; where corporations and competitors to the
person who is applying for a patent can come through the door and
put political pressure on him to get something done, is a situation

that I think is going to, in the end, dismiss fairness and integrity

out of the front door, or out the back door, and is going to invite

unfairness. I think that ultimately it will accrue to the detriment
of America's innovators.

It was interesting to see that a lot of the small inventors do not
like this. They think that these reforms are going to take away a
lot of their protections. They know in the end that if they get into

court with infringers, they are going to be overwhelmed by large

amounts of money and large amounts of political influence. With
the privatization of this process they think their rights are going
to be eroded.
You know. Scoop Jackson, former chairman of the Armed Serv-

ices Committee in the Senate, used to say, "In matters of foreign
policy, the best politics is no politics." I think that could be ex-
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tended to say, "In matters of awarding patents, the best politics is

no politics."

The privatization of these judges, these examiners, is going to in-

vite politicization of this process, and, ultimately, I think, that's

going to accrue to the detriment of our economic well-being.

Thanks for letting me tag along here with Dana, and don't put
me down as imdecided. [Laughter.]

[The prepared statement of Mr. Hunter follows:]

Prepared Statement of Hon. Duncan Hunter, a Representative in Congress
From the State of Caufornia

The national security of this country is entwined with our economic security and
for that reason I am very concerned about the many changes now being made in

the American patent system. I am particularly concerned about the effort to

"corporatize" the Patent Office, though I have supported in some instances privat-

ization of government functions.

I fully understand that patents are the secret of our job creation in the United
States. Anything that infringes on our strong patent system is not in the best inter-

est of the country.

I believe that H.R. 1659 and H.R. 2533 are cut from the same cloth. Though each

bill may have a different facet they both basically set up a Performance Based Orga-
nization (PBO) which is modeled for a business enterprise and not a Patent Office.

A recent December 8, 1995 memo to the Heads or Executive Departments and
Agencies from Alice Rivlin, then Director of the Office of Management and Budget
clearly Sfjells out the criteria for keeping the Patent Office within the federal gov-

ernment and not as a corporation or PBO.
The memo first makes the statement that each of us should understand that "the

Government should perform a function only if it involves an important public pur-

pose that Government can best serve." That describes the Patent Office. Remember,
our Founding Fathers put us in this business and Thomas Jefferson was one of our
first three patent examiners.
The second page of the memo, point D states that "The Federal Government

should limit or focus its operations to those functions: (1) Not performed by the pri-

vate sector; the answer: only the U.S. Patent Office grants patents which is a quasi-

legal decision.

(2) More appropriately performed by government; the answer: Our Founding Fa-

thers determined that we should have a patent system in the second session of the

first Congress. And the works of inventor and writers were protected in the Con-

stitution, Article I, Section 8, Clause 8.

(3) That continue to demonstrate that performance by government is in the best

interests of the taxpayer; the answer Our Founding fathers established patents as

a method of generating prosperity for the country. Their decision provided economic
security for the United iStates. Oiir policies cannot begin to measure up to that one
decision.

(4) So necessary to the national welfare that continuation of a core capacity must
be assured even though the function also may be performed by the private sector.

The answer: our job creation base and technological lead for the next 100 years de-

pends upon a strong patent system. It is the fundamental building block of our eco-

nomic and national security.

I have told you what the criteria is from 0MB and now I want to address H.R.

1659 and H.R. 2533.
First, the inventors are not the customers of the Patent Office. They are the own-

ers of government.
My constituents think they own the government, and rightfully so. I don't call

them customers, I wouldn't dream of it. Somewhere the Patent Office has forgotten

that inventors are their constituency, just as the Labor Department or HUD has
constituents.

Second, creating an Intellectual Property Organization or Performance Based Or-

ganization (PBO) does not address the basic reason for the existence of the Patent

ffice. That is the ability to grant hi^ quality patents.

Third, there is no reason to hire a CEO who replaces the patent commissioner
and is no longer appointed by the president but by a Secretary of Commerce. More
importantly, the CEO is basically given carte blanch to hire and fire personnel and
to set performance standards^and this is extremely important, given the ability to

borrow money to put the Patent Office into debt. At a time when we are trying to
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cut government spending we are giving the CEO authority to put the Patent Office

in debt. This does not make sense.

Fourth, perhaps, the worst aspect of the bill is the removal of civil service status

from the patent examiners. Without that protection the examiners are at the mercy
of the CEO or any other political influence that may need a patent. It will quite

frankly, put the Patent Office far down the road to peddling patents by influence.

What is the prize in trying to convert the Patent Office to a business? The United
States will not win tl:3 prize, but some multinationals and foreign interests might.
You are all aware of tne recent hearing in the Senate on economic espionage and

how many foreign governments are actively participating in lifting American tech-

nology. Cfertain^^ the changes in the Patent Office to "corporatize" will make the
economic espionage considerably easier.

In a recent book "^Patent Wars: The Battle To Own the World's Technology" the
author Fred Warshofsky, stated, "Where nations once fought for control of trade
routes and raw materials, they now fight for exclusive rights to ideas, innovations,
and inventions."
That is the real prize if we change the Patent Office access to our ideas, innova-

tions and inventions.

We must safeguard this national treasure and the patent examiners who do such
a good job for us. We need to have more congressional oversight over the Patent
Office not less. We must not put our job creation ability in the hands of a CEO who
regards patents as just a business.
You cannot separate the policy functions of the Patent Office from the examining

process. They are not making widgets at the Patent Office, but are granting patents.
Remember, the Patent Office is a core federal function. It is not in competition

with business. The 11^0 is the sole source of "granting and not "selling" patents.
It performs a guasi judicial function. Removing patent examiners from civil service
status will politicize the office. We must protect tnem to have an independent exam-
ining process.

Our future, and the Patent Office is an integral part of our economic and national
security. Remember, the American government is one of the largest securers of pat-

ents each year. Let's have strong congressional oversight and move the Patent Office

under the Library of Congress where it belongs.
Thank you.

Mr. MooRHEAD. We will not make that mistake. But you under-
stand that this is not a private corporation. This is a Government
Corporation. There is no private investment. There are no private
stockholders. It is as much a part of the Federal Government as
it ever was.
Mr. Hunter. Well, when I say that, I mean in the sense of the

term, Mr. Chairman, that these examiners will lose what I call the
"civil service shield." They are subject to being dismissed by their
boss. I have talked to people in the Patent Office who have had
multinational corporations come in and attempt to influence them
in this intense competition of whether someone gets a patent or
not. It's a very competitive, judicial forum, and in that sense, in my
estimation, it is a privatization because it removes that shield, that
protection, that I think has guaranteed us a modicum of fairness
and integrity in the system.
Mr. Moorhead. You know that there are now 22 Government

Corporations, of which only 5 are now eligible to title 5 regulations.
Under our bill, most of the protections that employees could get
under any circumstances are placed into the bill verbatim. So,
those rights to the employees are well recognized and well pro-
tected.

Mr. Hunter. Well, I know that the employees are protected in
terms of their personal employment status, out in my estimation
they are judges. They are awarding property rights in a very com-
petitive arena. If you give their boss the right to fire them without
cause. Lord knows, the same—all these people who visit the Patent
Office and try to hammer the patent examiners and their bosses



235

into changing their position in this very competitive environment,
where a lot of money is on the Hne, those people are going to exert
pressure in the same way that you and I have seen pressure, we
think, unfairly exerted in this administration's Commerce Depart-
ment. Where corporations come in and exert, we think, political

pressure on the Department of Commerce and render what, we
think, are unfair decisions for our constituents. At least I have had
that happen to me on several occasions.

So, I think that that judicial function of awarding property rights

is such a precious, such an important function, it must be kept
pristine. I think that we have the protections that we need in the
present system. And I think that this "corporatization" and the
ability of the Commissioner to fire the examiners, the judges, with-

out cause, is going to lead—the real world being what it is—^to

pressurized situations where unfair results come about.

Mr. MooRHEAD. Do you realize that you have already voted for

most of this bill? You already voted for it because it passed the
House of Representatives some time ago under the bill to abolish

the Department of Commerce. This legislation-

Mr. Hunter. Well, Mr. Chairman, let me say this: abolishing the
Department of Commerce I think is a great thing, because I have
seen the Department of Commerce become an arena for unfair po-

litical pressures being exerted and hurting Americans. I under-
stand that the Patent Office is under the Department of Commerce,
but to say that that should lead to what I call the privatization of

a judicial function, to me doesn't make a lot of sense.

Mr. MooRHEAD. The only reason that this is moving forward is

because that bill has stalled.

Mr. Hunter. Well, Mr. Chairman, let me just say this: if I can
take another look at my vote to get rid of the Department of Com-
merce, based on all the terrible politics that I have seen there, if

in doing that I have to participate in creating another political

arena, then that was on balance probably not the right vote.

Mr. Rohrabacher. Mr. Chairman, also, one of the reasons that
that bill is stalled is because there was a lot of apprehension about
this particular section of the bill. I know that Congressman Chrys-
ler and myself, and many others, were talking to people all over
Capitol Hill dealing specifically with the idea of taking what is ba-
sically a government protection, a government agency that has ju-

dicial functions aimed at protecting individual rights, and turning
it over to a quasi-private corporation like the Post Office.

And the PTO has to be looked at as a different type of service

than the post office, and a different type of service than the Animal
and Plant Health Service or the Defense Commissary Agency,
which are some of the agencies that the Vice President proposes we
turn into quasi-govemment private corporations.

Mr. Hunter. This service awards property rights. One of the
most precious, fundamental duties of government, is to recognize
and award property rights. And that's why this—excuse me, Dana,
for breaking in on you. You're over time anyway. [Laughter.]

Please take a very careful look at this. Mr. Chairman, please lis-

ten to some of the examiners. Bring some of them in and let them
talk to you in private about the pressures, about what happens in
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the real world, about what happens in the competition, and about
what they see happening if this occurs. It mi^ht give

Mr, MoORHEAD, There's not manv people in our area of the pat-

ent department we haven't listened to many times over the years.

Mr. Hunter. OK.
Mr. MooRHEAD. I recognize the gentleman from Ohio. Do you

have any questions?
Mr. Hoke. I have no questions.

Mr. MooRHEAD. The gentleman from North Carolina.

Mr. Coble. Thank you, Mr. Chairman.
Mr. Hunter. We like your tie.

Mr. Coble. Thank you, my friend. That was given to me by my
girlfriend for Christmas, Mr. Hunter,
Mr. Hunter, you said that you appreciated our—vou tagged along

with Dana. You have never tagged along with anybody, [Laughter.]

It's good to have you here,

Mr. Chairman, I think you touched on it. H.R. 2517, which has
passed the House, retains civil service protection, it seems to me.
I think you touched on that. Patent examiners, in my opinion—I'll

qualify that, in my opinion—will have civil service-like protection

because the PTO, it seems to me, is going to have no choice but
to implement the goals of civil service protection internally. Now,
have I presented—-does anybody want to refute the validity of that
conclusion? If so, I'll be glad for you to do it.

Mr. Rohrabacher. Well, what would force them to do that?

Mr. Coble. Pardon?
Mr. Rohrabacher. What would mandate that they do that?

Mr. Coble. H.R. 2517, I think.

Mr. Rohrabacher. Well, once they are independent, it is my un-
derstanding, and my staffs understanding of reading this and
studying this, that tnese employees, there is no requirement that
when they be dismissed they be dismissed for cause.
One of the benefits of taking a government service and

privatizing it is that you have more management decisionmaking
over your employees, as it is not being part of the Government.
Now that's fine when it comes to services that, quote, "don't count,"

that could be done in the private sector. But if you give the private

employer or manager that type of leverage with someone who is

making decisions over fundamental rights of our people, that's not
a good thing. And why privatize it if they're going to have the
same—if employees are going to have the same rights anyway? The
statement for privatizing is just the opposite.

Mr. MOORHEAD. Well, it's not privatizing.

Mr, Rohrabacher. Well, it's—^you're "corporatizing." I mean
it's—^you're taking it one step removed from the oversight that we
now have.
Mr. Hunter. Mr. Coble, let me put it another way. What if you

had a judge, a iudicial situation, where a judge could now be fired

without cause by his boss. Whether you called him an adminis-
trator ofjudges or an overseer, or whatever, and that administrator
of judges could have anybody walk in his door on an ex parte
basis—that means without the other side—any company come in

with great political connections, including the connections that ap-
pointed him, and tell him that they want to have a particular re-
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suit in a patent application, either one that they are applying for

to get approved or one that a competitor's applying for to deny it.

And that person could entertain those political pressures, had the
ability to fire without cause those judges. You'd say that that is an
outrageous situation.

The impartiality of that judge is crucial to our system. He is

awarding property rights. He is recognizing property rights and
f)utting the Government seal of approval. "You own that piece of
and, Mrs. Jones. You own this, Mr. Smith." To have such a situa-

tion would be one that would be intolerable.

This is, in my estimation, the same thing. An award of intellec-

tual property is just as precious as the award of—and just as im-
portant and should be just as pristine as possible—as the award of
real property or other types of property.
Mr. Coble. Mr. Chairman, I realize that time is of top premium

here this morning. That's not a good example, Duncan, because I

am a long-time outspoken advocate of getting rid of lifetime ap-
pointment of Federal judges. So, as a matter of personal—I'm op-

posed to it.

Mr. Hunter. But at least you vote them out if they don't have
a lifetime appointment. I presume that what you do is what we do
with a lot of judges, and that's put them up for a general election

where thousands of people vote on their
Mr. MOORHEAD. Not Federal judges.
Mr. Hunter, No, but I'm saying where you have voting on

iudges. I'm all for having votes on judges. But that's where you
nave a community and a judgeship of 50,000 people where the
housewife next door and tne businessman and everybody get to

make their judgment on whether that judge is impartial. That's a
lot different from having an XYZ Corp. walk in the back door of
your boss' office after you have donated money to him and to his
campaign and to his friends, and you have a lot of economic consid-
erations at stake and say, "This patent examiner of yours is giving
us bad time."

You ^ve him a few points that are substantive points, but the
real pomt is a political point, and that guy in that back room has
a right to come out and say, "You know something, Mr. Patent Ex-
aminer, you're a little bit slow. Why don't you approve this one and
let's move on and get with the program here." That's what I'm talk-

ing about.
Mr. Coble. I'm going to wrap this up. I started
Mr. Hunter. And I still like your tie.

Mr. Coble. I started stirring this stew. I didn't realize it would
get this bogged down. I just wanted that on the table, Duncan, for

you and Dana to at least chew on. And don't mistake what I said
as advocating that we keep wide the doors open over at Commerce.
I think that these are two different—I'm not protecting Commerce
at all in this. But I wanted that to be on the table. It's on the table.

Thank you all for being with us. Thank you, Mr. Chairman.
Mr. Hunter. It's always a pleasure to be before two such wise

and good friends.

Mr, MooRHEAD. Thank you both for coming this morning.
Our first witness on the next panel is Mr. Timothy Reardon. Mr.

Reardon examines patent applications for the biotechnology group
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for the Patent and Trademark Office. He also volunteers his time
with the legislative committee for the Patent Trademark Office So-

ciety to inform the society of the many important patent and trade-

mark legislative initiatives pending before the Congress. He is a
trained biotechnic chemical engineer and holds a master's degree
from the University of Rochester.
Welcome, Mr. Reardon.
Our second witness is Mr. Robert M. Tobias. Mr. Tobias is the

national president for the National Treasury Employees Union,
NTEU. He has served since 1983 as the chief officer and spokes-
person for the Nation's largest, independent Federal sector union.
A 27-year veteran of NTEU, Mr. Tobias was NTEU executive vice

president and general counsel immediately prior to his election as
national president.
Welcome, Mr. Tobias.

Our third witness is Mr. Ronald Stem. Since 1982, Mr. Steam
has been the president of the Patent Office of Professional Associa-
tion, a union representing patent examiners. From 1977 to 1982,
he was vice president and general counsel for the union. He has
a B.S. in physics from the City College of New York and a J.D.
from Greorge Washington University. Mr. Stern has been a primary
patent examiner since 1984.
Welcome, Mr. Stem.
Our last witness on this—our next-to-the-last witness on the first

panel is Mr. Howard Friedman. Since 1995, Mr. Friedman has
been the president of the Trademark Society National Treasury
Employees, Chapter 245. The Trademark Society is the labor union
that represents the attorneys and the trademark operation of the
Patent and Trademark Office. Mr. Friedman is responsible for ex-

amining trademark applications, signing letters to approve trade-
mark applications for publication and registration.

Welcome, Mr. Friedman.
Our final witness on this panel is Ms. Catherine Simmons-Gill,

president of the International Trademark Association and general
counsel to General Media International, Inc. Ms. Simmons-Gill has
also held positions as chief trademark counsel with Stearling Wind-
sor, Inc., partner of the law firm of Schaeffer, Rosenwein & Flem-
ing, and senior counsel of Sears Roebuck & Co. She holds bach-
elor's degrees at the University of Illinois at Chicago, and she has
a law degree from Northwestern University.
Welcome back, Ms. Simmons-Gill.
We will start with Mr. Reardon.

STATEMENT OF TIMOTHY REARDON, CONGRESSIONAL
LIAISON, PATENT AND TRADEMARK OFFICE SOCIETY

Mr. Reardon. Mr. Chairman, the Patent and Trademark Office

Society is honored to testify before you this morning. Our society
is a voluntary, professional organization that currently has over
2,000 members including PTO professionals, judges, former com-
missioners and intellectual property attorneys. The society proudly
counts among its membership the managers and union members.
But the society is neither a PTO management organization nor a
union. The mission of our society is to foster the improvement and
appreciation of U.S. patent and trademark systems and to encour-
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age professionalism on the part of our members and the intellec-

tual property community.
Excuse me, Mr. Chairman. Do I have 10 minutes, is that right?

Do I have 10 minutes to speak?
Mr. MooRHEAD. Yes.
Mr. Reardon. The Patent and Trademark Office Society advo-

cates that any reorganization of the Patent and Trademark Office

should emphasis and enhance professionalism of the patent and
trademark examining process. This professionalism must guard the

interest of the inventor, the trademark owner, and of the American
people. Our socieW recognizes that the purpose of these delibera-

tions is to enable PTO management to manage more effectively and
become more nimble in responding to the needs in the patent and
trademark community. A government agency, to be successful,

must have the capability to oe ever evolving and responding to the

needs of the community it serves.

The PTO does need to change, and it needs the flexibilitv to

change. At the same time, however, our society is concerned about
the impact that corporatization of the PTO would have upon the in-

tellectual property system. Professionalism of this system should
protect the interests of the American people while the PTO im-

proves the timeliness and quality of its service.

Consequently, our society urges that the following factors be
taken into account when considering options for reorganizing the

PTO: equipping management with the flexibility to hire and main-
tain highly qualified, professional work force; providing dailjp oper-

ation independence from the Department of Commerce while as-

signing policy matters either to the Secretary of Commerce or an-

other trade related Cabinet level officer; increasing management
flexibility while ensuring accountablities for the patent and trade-

mark community and the American people; and fostering impartial,

quasi-judicial decisionmaking while preserving job security for pat-

ent and trademark professionals.

Certainly, some would say that the present structure of the PTO
prudently restrains the Commissioner of the Patent and Trade-
marks from implementing negative change. Still, no matter how
dedicated the Commissioner is to the importance of intellectual

property, no matter how skilled he may be in managing a 5,000-

employee agency, no matter how progressive he is in bringing mod-
ern tools and management to the operation of the PTO, he is con-

strained by the present structure from implementing the positive

change needed to process the growing number of applications.

One such constraint is full-time employee ceiling. Our society

agrees with the provisions in these bills that the PTO not be lim-

ited in the hiring of employees to process the increasing volume of

applications.

Another constraint is the burdensome procedure for acquisition

of office space needed by these employees.
A third constraint is the procedure for acquisition of m.odem

equipment vital for enabling these employees to serve the patent
and trademark community.

Ultimately, not enough PTO revenue is available for hiring em-
ployees and acquiring office space and modem equipment since a
portion of PTO revenue is removed for other governmental func-
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tions. Only if the PTO has proper resources can productivity and
quality goals be attained and backlogs of unprocessed applications

be eliminated. Therefore, the PTO must be relieved of these and
other constraints that hamper swift, quality service. An effective

means for removing service hampering constraints may be to estab-
lishing the PTO as a Government Corporation with direct authority

to retain its revenues, hire as needed and acquire office space and
modern equipment. Indeed, when the Congress enacted the Gov-
ernment Corporation Control Act of 1945, it recognized that budg-
etary and other control systems designed for traditional agencies

were unsuitable for the revenue producing and self-sustaining en-

terprises such as is the PTO.
One of the issues of corporatization is the PTO relationship with

the Department of Commerce. Currently, the Secretary of Congress
is empowered to vest in PTO functions and officials of the Depart-
ment of Commerce. Thus, the PTO is subject to outside operational
control which limits operating flexibility and effectiveness. Our so-

ciety proposes independence from DOC operational control. A way
of achieving this is to give to the PTO direct statutory powers as

a corporation. Even so, full independence of the PTO from a Cabi-
net member would not facilitate the alliance of patent and trade-

mark policy with broader economic and trade policies. This alliance

is crucial because intellectual property is a cornerstone in growth
industries and a central component of U.S. competitiveness.

Properly crafted, a corporate charter could reduce problems asso-

ciated with outside operational control by placing the Corporation
under the policy direction of the Secretary of Commerce or under
another trade related Cabinet member while empowering the Com-
missioner to conduct all aspects of daily operation.

If the PTO is to be corporatized, our society finds a need for more
accountability than is set forth in either of these bills. Increased ac-

countability could be achieved through a board of directors stronger
than the advisory board of H.R. 1659. The purpose of a board of

directors in a traditional corporation is to represent and protect the
interests of shareholders. In our view, the American people are, in

essence, the shareholders of the patent and trademark system, and
the purpose of a board of directors in a patent and trademark cor-

poration would be to protect and represent the American people.
The board of directors, if structured correctly, could represent the
American people and still allow management the flexibility it

needs. The board of directors we propose would not make PTO
rules, rather the board would possess a mechanism by which to

curb fundamentally inappropriate action.

Another benefit of this board of directors would be to provided
needed continuity and experience to the PTO when a newly ap-
pointed Commissioner takes office. This continuity would be pre-

served by having board members serve nonconcurrent terms.
Regarding proposed exemptions to title 5 of the Civil Service

Rules, our society has three points to make. First, PTO employees
must have job security because they make legal decisions in a
quasi-judicial capacity. Outside influences should not be able to dis-

turb these decisions by affecting job security. As an example, an
overly zealous property attorney could threaten to complain to

management. Employees should nave confidence in existing job se-
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curity to stand behind an unpopular, but correctly rendered deci-

sion. Please do not inadvertently sacrifice the professionalism of

the process for the sake of efficiency. When the professionalism of

the patent and trademark system is sacrificed, the only winners
would be litigators.

Our second point of title 5 involves exclusion in H.R. 1659 and
in H.R. 2533 of the G.S. pay schedules. By excluding the G.S. pav
schedules, the bills would provide flexibility to set wages. High
wages could be offered to ensure that the Corporation would attract

and retain qualified people. Exclusion of the G.S. pay schedules,
however, could also eliminate assured periodic pay raises and pro-

motions which could demoralize employees and harm professional-

ism. Our society suggests that the committee weigh these compet-
ing factors carefully. These concerns involving the compensation
system could be addressed by setting the G.S. schedule as a base
level while allowing the patent and trademark corporation to sup-
plement this base compensation.
And our final point regarding title 5, while including the current

protections of title 5 under the proposed legislation is desirable to

Erotect professionalism, the rule which imposes the protections can
e bur^nsome. Even so, if professionalism through job security

cannot be safeguarded without title 5 intact, then neither of these
bills should exclude any chapters in title 5.

To conclude, any reorganization of the Patent and Trademark Of-

fice should emphasize and enhance the professionalism of the pat-
ent and trademark examining process, provide operational inde-

pendence from outside agencies while assigning policy to a Cabinet
level officer, ensure accountability to the American people by cre-

ation of a board of directors, and maintain professionalism by pre-

serving employee job security.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Reardon follows:]

Prepared Statement of Timothy Reardon, Congressional Liaison, Patent and
Trademark Office Society

Mr. Chairman and Members of the Subcommittee, The Patent and Trademark Of-
fice Society (PTOS) is honored to have the opportunity to provide this testimony to

the Subcommittee on Courts and Intellectual Property on the proposed
corporatization of the Patent and Trademark Office (PTO). We hope that this testi-

mony will give the members of the Subcommittee the PTOS perspective of the work-
ing professionals at the PTO, and assist you in deciding the future of the Patent
and Trademark Office.

The Patent and Trademark Office Society has been in existence since 1917. The
PTOS is a voluntary, professional organization independent of PTO management
and pro unions. As an independent organization, we emphasize—we are neither a
union nor a part of the PTO management. The PTOS membership includes Judges,
former Commissioners of the Patent and Trademark Office, PTO management, pat-

ent attorneys, patent agents, patent examiners, trademaric attorneys, other PTO
personnel, and other intellectual property related j)ersons. We currently have over
2000 members.
The mission of the PTOS is to foster the improvement and appreciation of the

United States Patent and Trademark Systems and to encourage professionalism on
the part of its members and of the intellectual property conmiunity as a whole. By
our definition, "professionalism" is that which dutifully labors to administer to the
interests of the inventor, the trademark owner, and the public.

The PTOS upholds its mission by encouraging professionalism through publication

of the Journal of the Patent and Trademark Office Society, a scholarly journal con-
taining articles submitted by practitioners in the field of intellectual property. The
Journal is distributed to all PTOS members, and thereby encourages an exchange
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of ideas in the fields of patents, trademarks and copyrights by providing a forum
for the discussion of legal and technical subjects in these fields. The PTOS also up-
holds its mission by supporting activities within the intellectual property commu-
nity, such as co-hosting the opening of the National Inventor's Hall of Fame this

past year.

The PTOS' interest in testifying is to focus attention on the need to emphasize
and enhance the professionalism of the trademark and patent examining process

when considering options for reorganizing the PTO. This professionalism must
guard the interests of the inventor, the trademark owner, and the American public.

I. THE NEED FOR CHANGE AND THE NEED TO KEEP WHAT WORKS

Certainly, some would say the Commissioner of Patents and Trademarics is lim-

ited by the present structure from implementing negative change. That may be true.

Also true is the observation that the Commissioner—no matter now dedicated to the
importance of intellectual property in our society, no matter how skilled in manag-
ing a five thousand employee agency, no matter now progressive in bringing modem
tools and management techniques to the ooeration of tne PTO—is limited by the
present structure of the institution from implementing positive change.
The PTO cannot reach its full potential under the constraints of the present sys-

tem. These constraints inhibit the ability of the Office to meet growing aemands for

processing applications. One constraint is the lengthy and burdensome procedure for

acquisition of ofiice space to house new employees hired to process tne increasing
volume of applications. Another constraint is the procedure for acquisition of moo-
em resources and equipment vital for serving the patent and trademark community
and the American public. Productivity and quality goals are achieved by giving em-
ployees the proper tools.

Expensive delays encountered in acquiring property and equipment through the
Government Services Administration (GSA) make it difficult to provide the nec-

essary space and resources to PTO working professionals, and contributes to a back-
log of unprocessed applications. A large backlog of unprocessed applications in the
PTO ultimately leads to dissatisfaction in the patent and trademark process. This
backlog becomes more significant under the new General Agreement on Tariffs and
Trade (GATT) guidelines, which sets thepatent term to extend 20 years from the
date of filing. Fiirthermore, a portion of PTO collected user fees which are essential

to the acquisition of property and the technological advancement of the PTO are re-

moved jbr other government functions.

Therefore, the PTO must be relieved of the constraints of the present system that
hamper- speedy, quality service. When Congress enacted the Government Corpora-
tion Control Act (GCCA) in 1945, it recognized that budgetary and other control sys-

tems designed for traditional agencies were unsuitable for revenue producing and
self-sustaining enterprises, such as the PTO. In enacting the legislation, Congress
emphasized its intent to provide accountability and oversight without interfering
witn the required operating flexibility of the corporations affected.

II. THE PTO IS A TWO HUNDRED YEAR OLD INSTITUTION

While some believe the reasons for these deliberations are limited to allowing the
PTO to use its own funds and to be free from federal full time eniployee (FTE) ceil-

ings, the PTOS recognizes that the actual purpose is to enable PTO management
to manage more effectively and become more nimble in responding to the needs of

the patent and trademark community. A business, to be successful, must have the
capability to be ever-evolving in responding to the needs of the community it serves.

At the same time, however, we tne PTOS are naturally concerned about change
to this 200 year old institution. This is not to say that we are against change, rather
we are concerned about the impact that corporatization of the PTO will have on the
overall intellectual property system. The intellectual property system involves the
interaction of trademark owners, inventors. Patent and Trademark OfTice employees
and patent and trademark practitioners. Most importantly, the intellectual property
system includes and affects the public, for it is tney who benefit most prominently
from its success and integrity. The FTO does need to change, and it needs the flexi-

bility to change. Without question, the PTO must improve the timeliness and qual-
ity of service to the intellectual property community while still protecting the Amer-
ican public.

As proposed in H.R. 1659, the government corporation should not be subject to

FTE ceilings since limitations on staffing could impede the Patent and Tratiemark
Corporation (PTC)'s ability to serve the patent and trademark community by delay-
ing the processing and issuance of patent and trademark grants. Since me PTO is

user fee funded, the PTO revenue depends on the amount of work accomplished by



243

pro employees. A mandatory FTE ceiling would limit the size of the work forcse

and, hence, limit PTO revenue.

III. RELATIONSHIP OF THE PATENT AND TRADEMARK OFFICE WITH THE DEPARTMENT OF
COMMERCE

One means for increasing operating flexibility is to give the corporation direct

statut(HT powers. Currently, the Secretary of Commerce is empowered to vest £my
of the PTO's functions in himself or in anv other official of the Department of Com-
merce (DOC). Thus, while fully integrated, into the DOC, the PTO is subject to out-

side operational control. Independence from operational control by the DOC is nec-
essary to increase management flexibility and effectiveness.

Even so, full independence of the PTC from a cabinet member would not facilitate

the alliance of patent and trademark policy with the broader economic and trade
policies. This alliance is crucial in a time when intellectual property forms the cor-

nerstone of growth industries and is such an important component of U.S. economic
competitiveness. Therefore, the PTC would need a cabinet member representing
PTu interests with the President, other executive departments and Congress.

Properly crafled, a corporate charter could reduce problems associated with out-
side ojperational control, but preserve the necessary relationship with a cabinet offi-

cer. The best choice for the PTC appears not to be integration into the DOC, but
instead placing the corporation under the policy direction of the Secretary of Com-
merce or another trade related cabinet member while empowering a Commissioner/
Chief Executive Officer (CEO) to conduct all aspects of daily operation. This cabinet
member or a newly created Under Secretary for Intellectual Property could work
with other government departments to develop U.S. poUcy with respect to intellec-_

tual property. Such a direct relationship would maintain the ties necessary for the
PTC to be responsible to the needs of both the national and international commu-
nity.

rv. ROLE OF COMMISSIONER/CHIEF EXECUTIVE OFFICER

The proposed changes in H.R. 1659 will greatly impact the role of the Commis-
sioner. Under the current law, 35 U.S.C. §3(a) specifies that the Commissioner, the
Deputy Commissioner, and the Assistant Commissioners shall be appointed by the
President with the advice and consent of the Senate. The Secretary of Commerce
shall appoint all other officers.

While the selection and appointment of the Commissioner remains unchanged be-
tween 35 U.S.C. §3 and H.R. 1659, the titles and appointments of virtually all other
officers have been changed. The most significant and over-riding change is visible

in the proposed power oi the Commissioner. Other than his or her own appointment,
the Commissioner is now responsible for the appointment of all other officers of

power.
In this unconstrained environment, the Commissioner would have the ability to

select those persons with whom he or she is best able to work, and delays caused
by presidential appointment and Senate consent would be avoided in the case of offi-

cers under the Commissioner. The Commissioner may also name officers and em-
ployees to address concerns or accomplish tasks which previously had gone undone
or "fallen between the cracks" of other persons' jobs.

However, we must also consider the consequences of a lack of checks and balances
on the appointment of ofTicers. The proposed requirement that the Deputy Commis-
sioner 01 Patents and the Deputy Commissioner of Trademarks be persons with
"demonstrated experience in patent law and trademaric law" respectively, is a mini-
mal and vague burden for the Conunissioner to prove in his/her selection process.

The Commissioner would have broad powers to define and select officers, employees,
and agents of the Office. While this power would provide the Commissioner with
flexibility, the Commissioner alone would "consider what is necessary to carry out
its [the PTC's] function" and to "define the authority and duties of such officers and
employees and delegate to them such of the powers. . . ."

Questions arise as to how and if a Commissioner might know all that is necessary
to carry out all the functions of the PTO, and when the Commissioner would have
the time to define such authority and duties. Additionally, since Commissioners are
selected for six year terms and available for reappointment, the concern arises

whether each new Commissioner would come in and "reorganize" by appointing new
officers, employees, and agents, and eliminating those appointed by the previous
Commissioner. This would potentially put the PTO in a six-year cycle of flux which
would be harmful to a consistent policy in the administration and examination of

f)atent and trademark applications. Consistent Policy is necessary to maintain uni-
brm standards uf>on which patent and trademaric rights are granted and enforced.
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Perhaps to address the above considerations, H.R. 1659, sec. 103 sets forth that

the Commissioner shall consult with a Management Advisory Board "on a regular

basis relating to the operation of the PTO." This provision needs to set forth what
a regular basis would entail. Would a regular basis be six months, one year, or two
years? The PTOS suggests that "regular basis" be defmed as at least Quarterly.

Further, the Advisory Board should be given oversi^t authority oi appointments
by the Commissioner/CEO. H.R.2533 does not provide for an Advisory Board. The
PTOS finds a need for more accountability than is set forth in H.R. 1659 and
H.R.2533 (the bills).

V. ROLE OF ADVISORY BOARD: A NEED FOR OVERSIGHT

As the name "Advisory Board" suggests, under H.R. 1659, the Board would serve

in an advisory capacity. Unfortunately, "advisory capacity" means that the decisions

of the Advisory Board would not be binding on the Commissioner of the PTC.
In traditional corporations, corporate management and control is separate from

ownership of a corporation. More specifically, the management and control of a cor-

poration are commonly vested with a board of directors, while the ownership of a
corporation is commonly vested in the liands of shareholders. The rules by which
the corporation is run are generally laid out in a hierarchical fashion. At the top

of the list of rules is the "corporate charter" followed by the "bylaws" of the corpora-

tion.

The current PTO system operates within the confines of a traditional government
entity located within the DOC. Under a corporate charter, desired provisions of the

current system could and should be maintamed. Giving warranted deference to the

status qao, one would think that the charter should parallel the current system ex-

cept in the asp>ects where there is an articulable reason to change the current sys-

tem. In our opinion, specific examples of where change is needed include FTE ceil-

ings and procurement practices.

TTie traditional corporation consists of a board of directors with a fiduciary respon-

sibility to the shareholders of a corporation. In a PTC, there would be no sharehold-

ers in a traditional sense of the word. It has therefore been argued that since there

would be no shareholders in the PTC, then there is no need for a board of directors

to represent their interests.

The PTOS, however, believes there is an interested body who could be analogized

to shareholders of a PTC. To explain, the term "customer^ has recently and repeat-

edly been used in part to represent the applicant for invention or trademark. While
the term customer seems inappropriate to some who deal in the patent and trade-

marii area, it should be remembered that in a corporate context the customer is not

the primary beneficiary of a corporation. The primary beneficiaries of a corporation

are indeed the shareholders. We see an analogy between such shareholders and the

American public in that the American public is the true beneficiary of the patent
and trademaric systems in that the systems advance this Nation's technology and
economy. Applying this analogy, it is reasonable to have a body of individuals who
represent the interests of the American public serve as a board of directors.

A board of directors, if structured correctly, could provide such representation and
would still allow management the flexibility it needs to respond to changing de-

mands. The primary benefit of this board of directors would be to provide needed
continuity and experience throughout the years in the running of the PTC. This con-

tinuity would be preserved by having members serve non-concurrent terms. With a
single CEO/Commissioner and no board of directors, this continuity is simply not

possible. Additionally, the board of directors could provide a very important avenue
of conmiunication to the public and bar organizations.

It is critical, however, that the board of directors' power not limit the flexibility

which the Commissioner needs. While we simply are not sure of how the board of

directors could exert control over the Commissioner, some suggestions are providing

the board with a % override vote capability or in some other manner providing the

board a mechanism by which to curb fundamentally inappropriate behavior. We
would suggest that the board of directors not be mandated into making any kind
of routine procedure or law such as a type of bylaw. Subjects of the board of direc-

tors' concerns could include policies, budget, appointments of officers, debt accumu-
lation, and real estate acquisition; and fees if tne Commissioner is given the author-

ity. These are powers which the H.R. 1659 proposes the Advisory Board should deal

with, but currently are now only advisory.
Ordinarily, in a corporation, the shareholders have the power to remove members

of the board of directors, with or without cause. In the FTC as envisioned by H.R.
1659, there is no provision for removal of members of the Advisory Board even
though such members will be appointed by the President and both houses of Con-
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gress. If the President and Congress have the power to appoint, then they should
also have the power to remove. Whoever appoints, the appointing body should have
the power to remove.

VI. SEPARATION OF POWERS: CONSTITUTIONALmr OF A BOARD

The proposed H.R. 1659 Advisory Board would have influence as a consulting
body only and would have no authority over the Commissioner. Also, some members
of the Advisory Board would be appointed by Congress. This is not seen to violate

separation of powers in that such an Advisoiy Board would not exert administrative
or enforcement powers. Under the PTOS advocated board of directors, however, a
board of directors would replace the Advisory Board.
The board of directors would have administrative and enforcement powers and

thus the board members could not be appointed by Congress. Given the structure

recommended by the PTOS, it would seem viable for a secretary or cabinet member
to appoint the board members. A secretary working in a trade related entity would
be in touch with the intellectual property community and could assist in the selec-

tion of effective board members.
As noted previously, H.R. 1659 proposes that the Commissioner be appointed for

a term of six years and continue to serve until a successor is appointed and assumes
office. A Commissioner may be reappointed to subsequent terms. The position of

Commissioner is no longer absolutely tied to the political party of the President.

While the Commissioner is still appointed by the President, the Commissioner's
time of service may outlast that of tne President who selected him.

This increased term may lead to improved stability of PFO operational manage-
ment, but may also lead to political squabbles or difiiculty over policy. Imagine the
situation where the Commissioner, who is now to be advisor to the President, is of

one political party and is recommending changes in law or policy to the President
of another political party. To preserve the advantage of increased stability and to

mitigate the instability from political difficulty over policy, the operational functions

could be vested in the Commissioner and the policy responsibilities vested in a cabi-

net member.

VII. TITLE 5: CIVIL SERVICE RULES

While we do not want to undermine the purpose and effect of any union, we do
feel it necessary to make a few comments on certain aspects of Title 5.

We appreciate the need for flexibility in management of the PTO. On the other
hand, much of Title 5 would provide protections to the PTC work force necessary
for the proper functioning of tne patent and trademark systems. Therefore, we be-

lieve Title 5 should apply to the PTC except where the professionalism of the patent
and trademark systems is enhanced by excluding Title 5. Both the undesirable and
desirable proposed exclusions to Title 5 are discussed below. We believe Title 5 or

an equivalent should be kept unless otherwise stated below.

A. Undesirable Title 5 Exclusions

The PTOS believes that H.R. 1659 and H.R. 2533 propose to exclude many provi-

sions of Title 5 which should not be excluded. The employees at the PTO stand as

a fulcrum between the inventor/trademark owner ana the needs of the public at

lar^e and are required to be an impartial quasi judge in the granting of patent and
trademark rights. Any change to iob security that would impact impartiality would
be deleterious to the patent and trademark systems because a potential conflict

would arise between the need for personal security of the PTC employee and undue
outside ex parte influence.

In these interests, the PTOS believes that the following provisions of Title 5

should apply to a government corporation. First, employees should only be removed
for cause. Second, procedures for handling unacceptable employee behavior should
involve written warnings and accusations. Third, if reductions in force are nec-

essar>% retention preferences should be in place.

1. Removal for Cause

Both H.R. 1659 and H.R. 2533 propose to eliminate provisions of Title 5 which
give PTO employees job security. The tills propose to exclude the provisions of Title

5, Chapter 33 specifying that the Office of Personnel Management (0PM) sets spe-

cific guidelines concerning removal of employees. Under 5 b.S.C. §3393 of Chapter
33, there is a one-year probationary period for career and career-conditional employ-
ees. After the one-year probationary period, employees can only be dismissed for

cause (as supported in Cnapters 35 and 43 of Title 5). Without § 3393, job security

is diminished.
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Employee job security should be present in the PTC. PTO employees act in a
quasi iudicial capacity since they must make legal decisions on the merits of cases.

Outside influences should not be able to affect removal of employees. As an example,
when an overly zealous attorney threatens to complain to management, employees
should have confidence in existing job security to stand behind an unpopular but
correctly rendered decision. Do not sacrifice integrity for the sake oi" efficiency.

When the integrity of the patent and trademark system is sacrificed, the only win-
ners are litigators.

Not only is employee job security important for maintaining the integrity of the
patent and trademark systems, but also employee job security facilitates recruiting

and maintaining a comjaetent work force. For these reasons, §3393 should not be
excluded from the charter of a government corporation.

2. Performance Appraisal

H.R. 1659 and H.R. 2533 propose to exclude Title 5 performance appraisal struc-

tures from the PTC. The Bills propose to exclude Title 5, Chapter 43, entitled "Per-

formance Appraisal," which provides guidelines for dealing with unacceptable em-
ployee performance. An employer under this section is entitled to remove an em-
ployee for unacceptable performance. An employee under this section is entitled to:

30 days advance written notice of proposed action which identifies specific instances
of unacceptable performance, be represented by an attorney or other representative,
reasonable time to answer orally and in writing, and written decision which spells

out unacceptable performance in reduction in grade or removal.
The PTOS believes that it is necessary to provide specific steps for dealing with

unacceptable performance. Procedures for handling unacceptable performance
should involve written accusations to reduce the likelihood of arbitrary and unfair
harassment. Such harassment would adversely afiect the level of professionalism at

the PTC. Thus, Chapter 43 should not be excluded.

3. Retention Preferences

H.R. 1659 and H.R. 2533 propose to exclude provisions of Title 5 relating to reten-
tion preference during reductions in force. The bills proposes to exclude provisions

of Title 5, Chapter 35, which mainly relates to reductions in force (RIFs). For a PTC
to properly function in its mandate of issuing valid patents and trademarks, it is

imperative that the PTC employ qualified examiners. PTO employees make a com-
mitment to their employer by specializing in patents and trademarks. To ensure
that the proposed PTC continues to benefit from the skilled judgement these experi-

enced employees would provide to the PTC and to less experienced employees, the
PTC should make a reciprocal commitment to its work force.

Removing Chapter 35 from the Title 5 provisions allows for future removal of em-
ployees during a "slow period," without any particular retention preference. Because
more experienced workers have become more specialized, these experienced workers,
who have made a larger commitment, should be protected. Chapter 35 should not
be excluded.

B. Desirable H.R. 1659 Title 5 Exclusion: Selection and Placement of Employees

The PTOS believes that the following provision of Title 5 should not be binding
on the proposed PTC if the PTC is to adequately serve the patent and trademark
community and the American public. The government corporation should not be re-

quired to follow OPM's regulations concerning selection and placement of employees.
H.R. 1659 and H.R. 2533 propose a government corporation that would not be

subject to many of the regulations of 0PM regarding selection and placement of em-
ployees. Both H.R. 1659 and H.R. 2533 exclude portions of Chapter 33. Chapter 33
provides some basic guidelines with respect to hiring employees including nine civil

service rules, but the majority of provisions which directly relate to the employees
of the PTO are left to the discretion of 0PM. OPM's current hiring guidelines in-

volve veiy specific procedures which are drawn to employment in any agency of the
Federal Government. The complexity of these hiring procedures inhibits the PTO's
recruiting efforts. While the portion of Chapter 33 which gives 0PM authority to

set hiring guidelines should be excluded, a minimum level of qualifications for em-
ployees should be set forth in the charter of the PTC to ensure the hiring of highly
Qualified personnel. Basic employee qualification guidelines are necessary to reduce
tne effect of patronage and promote the professionalism of the PTO.

C. Desirable H.R. 1659 Title 5 Modifications

The PTOS believes that some of the Title 5 modifications proposed by H.R. 1659
and H.R. 2533 would be desirable. Maintaining retirement and insurance benefits
at current levels, but allowing Sv-pplementation of these benefits would be desirable.
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1. Retirement Benefits

Retirement benefits are maintained at current levels, but may be increased under
H.R. 1659 and H.R. 2533. Both bills require that employees receive retirement pro-
visions subject to Chapters 83 (relating to the Civil Service Retirement System) and
84 (relating to the Federal Employees' Retirement System) of Title 5. Under both
H.R. 1659 and H.R. 2533, the retirement benefits of Chapters 83 and 84 of Title

5 could be supplemented.
Using current retirement benefits to set a minimum level would facilitate a tran-

sition into a government corporation. A good retirement package is an important
reason why many PTO employees chose to work for the PTO, rather than in the
private sector. Allowing the Commissioner to increase retirement benefits also gives
the Commissioner flexibility to raise retirement benefits if the Commissioner be-
lieves that doing so would be in the best interests of the PTC. For instance, the
Commissioner could determine that a better retirement benefits package would en-
courage employees to stay with the PTC for their entire career.

2. Insurance Benefits

Under H.R. 1659, insurance benefits must be maintained at levels at least as good
as current levels. H.R. 1659 provides that officers and employees of the corporation
shall remain subject to (Chapters 87 (relating to life insurance) and 89 (relating to

health insurance; of Title 5. These benefits, however, may be changed as long as
the changes do not result in the benefits becoming, on the whole, less favorable.

If the Commissioner does change the insurance benefits, it may be difficult to

measure whether the proposed benefits are less favorable. Thus, this provision of

H.R. 1659 may be a source of litigation.

In contrast to H.R. 1659, H.R. 2533 maintains insurance benefits at current lev-

els, but allows increases in insurance benefits. Under H.R. 2533, the insurance ben-
efits of Chapters 87 and 89 of Title 5 could be supplemented. This supplementation
of benefits scheme is similar to how both H.R. 1659 and H.R. 2533 handle retire-

ment benefits.

Allowing the Commissioner to increase insurance benefits gives the Commissioner
flexibility to raise insurance benefits if the Commissioner believes that doing so

would be in the best interests of the PTC. Further, using current benefits to set a
minimum level avoids the danger of litigation involved in H.R. 1659's language
which sets forth a "on the whole, less favorable" standard.

D. Other Title 5 Exclusions

Additionally, the PTOS has concerns regarding other Title 5 exclusions. Both H.R.
1659 and H.R. 2533 propose to eliminate the General Schedule (G.S.) system at the
PTO. The bills exclude Title 5, Chapter 51, which classifies and sets forth the
amount of supervision and what is to be performed for each G.S. level. Chapter 51

sets the following guidelines for grading employees: a) The principle of equal pav
for substantially equal work will be followed, d) Variations in rates of basic pay will

be in proportion to the substantial differences in difficulty, responsibility and quali-

fication requirements, c) Individual positions will be grouped in and identified by
classes and grades.
Although the PTOS realizes that classes and grades inhibit flexibility, we also

find a) and b) above to be important in maintaining employee morale which has a
direct correlation with employee professionalism. These two principles should be
preserved in the charter.

Both H.R. 1659 and H.R. 2533 propose to exclude the pay rates and schedules of
Title 5. Chapter 53 of Title 5 sets the G.S. pay rates and schedule. By excluding
Chapter 53, the bills could realize some advantages such as flexibility to set wages
without prior approval from 0PM. Higher wages could be offered to allow the cor-

poration to attract and hire qualified people through competitive compensation. On
the other hand, eliminating Chapter 53 means there would be no assured periodic

pay raise and defined promotion times and benefits in the charter of the corpora-
tion. The PTOS finds that many employees would be demoralized/troubled by the
loss of a predictable, reliable pay system. Since professionalism could suffer if the
well-defined pay schedule in Chapter 53 were to be excluded, the PTOS urges the
Subcommittee to weigh these competing factors carefully.

These concerns about the pay scale could be addressed in the same manner that
both H.R. 1659 and H.R. 2533 approach retirement benefits. In the same way that
setting a base level with added flexibility is desirable in the context of retirement
benefits, maintaining the current compensation system as a base level will satisfy

employees that they will not be paid less, while allowing the corporation to offer

higher wages to attract and retain employees. To achieve this goal, the bills could
be amended such that the PTC would remain subject to Chapter 53, except that the



248

PTC could provide compensation to supplement the compensation otherwise pro-

vided under Chapter 53.

Even though much of Title 5 is excluded, H.R. 1659 restricts the scope of collective

bargaining. H.R. 1659 proposes to retain a majority of Chapter 71 of Title 5 (relat-

ing to collective bargaining), while setting forth a number of exceptions. Specifically,

H.R. 1659 proposes to exclude bargaining with respect to the establishment, imple-
mentation, amendment, or repeal of any system ol classification of employees, any
compensation system, any system to determine qualifications and procedures for

employment, and means and methods for doing woric. In contrast, H.R. 2533 retains

all of Chapter 71. H.R. 2533 also establishes a joint labor management committee
to make recommendations concerning the design and implementation of any position

classification system, and any system to determine the qualifications and procedures
for employment, and contributions to retirement and benefits programs.
The pros encourages an efiective partnership between labor and management.

Furthermore, we womd hope that this relationship be guided by the principles of

professionalism in the PTC and enhancement of the American intellectual property
system.

In conclusion, while an equivalent of many of the current protections of Title 5

is desirable, the rules which impose these protections can be burdensome. There is

a clear distinction between having protection, and having clear rules which provide
the protection. If drafting legislation to provide the desirable protection and benefits

of Title 5 is impractical, then neither H.R. 1659 nor H.R. 2533 should exclude any
chapters of Title 5.

CONCLUSION

We hope you will take into consideration all our suggestions, comments and con-

cerns in these very important decisions. We know that you will make the best
choices possible for the oenefit and welfare of the entire intellectual property com-
munity.

Mr. MooRHEAD. Mr. Tobias.

STATEMENT OF ROBERT M. TOBIAS, NATIONAL PRESIDENT,
NATIONAL TREASURY EMPLOYEES UNION

Mr. Tobias. Grood morning, Mr. Chairman. Thank you very much
for providing NTEU an opportunity to testify on this most impor-
tant issue. NTEU supports the concept of creating a more flexible

PTO, pro should have more control over its budget, particularly

since fees from the public finance, as we know, indeed, more than
finance its current operation.

But, Mr. Chairman, NTEU objects to the underlying premise in

both H.R. 1659 and H.R. 2533 that increased PTO efficiency can
be gained by reducing title 5 protections to employees and by elimi-

nating the right of employees to speak collectively through their

elected representatives. I firmly believe, Mr. Chairman, that the
labor relations history in the private and now Federal sector shows
that breakthrough increases in efficiency occur after employees feel

basically secure and those secure employees and their union create

partnerships forged on increasing productivity and efficiency.

Now the history of labor management in relations in the Federal
sector is one marked with hostility and adversarial collective bar-
gaining. This began to change with the issuance of Executive Order
12871, issued by President Clinton, which expanded the scope of

bargaining and directed the creation of partnerships in the Federal
sector. The expansion of the scope of bargaining, coupled with the
creation of partnerships between labor and management, have sub-
stantially, not just a little bit, but substantially increased produc-
tivity and efficiency in many Government agencies and substan-
tially cut the costs of administering programs in the Federal sector.
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Now both H.R. 1659 and H.R. 2533 would turn back the clock in

the Federal sector by not only restricting the scope of bargaining,
but also in eliminating basic employee protections. That is not a
prescription for increased efficiency; it is a prescription for fear,

anxiety, and hostility.

Specifically, H.R. 1659 eliminates substantial title 5 employee
protections. It eliminates all mandatory subjects of bargaining
which have been part of the Federal sector programs since 1963
and states that bargaining may occur on the procedures to imple-
ment the decisions tnat management makes. Now the same is true
for H.R. 2533, where sole and exclusive authority is vested in the
chief executive officer and there is no guaranteed role for employ-
ees and few guaranteed protections at all.

Neither bill creates an atmosphere conducive for employees to

focus on the needs of the agencies. Employees must feel sufficiently

secure in their jobs in order to focus on the needs of the agency.
Creating a new PTO founded on basic rights and benefits will allow
employees to participate in designing and redesigning work proc-

esses without fear. They will, Mr. Chairman, be in a posture to be
willing to give their discretionary energy, the energy that can't be
extracted from any employee, that can oe given when a construct
is created where it is welcome to be given. And we think that that
is a critical need in creating a new PTO.
Mr. Chairman, we are also opposed to the language in H.R. 1659

which would allow contracting out whenever management, quote,
"deems it appropriate." We urge that the Congress include a spe-

cific test. The test Congress enacted in the Resolution Trust Cor-
poration Completion Act where noncorporation employees do the
work, quote, "where the use of such services is the most prac-

ticable, efficient, and cost effective." This would give Congress an
evaluative test to conduct oversight, and employees a valuable test

to determine their efficiency in comparison with the private sector.

So, in short, Mr. Chairman, we support the concept of a reorga-

nized PTO, but we believe that it has to be done in the context of
the absence of fear and the inclusion of employees as part of the
process.

Thank you very much.
[The prepared statement of Mr. Tobias follows:]

Prepared Statement of Robert M. Tobias, National President, National
Treasury Employees Union

Mr. Chairman, Members of the Subcommittee, I am Robert Tobias, National
President of the National Treasury Employees Union (NTEU). On behalf of the
more than 150,000 Federal workers represented by NTEU, I appreciate your invita-

tion to present testimony today as the Subcommittee continues its examination of
H.R. 1659, the "Patent and Trademark OfTice Corporation Act of 1995," and H.R.
2533, the "United States Intellectual Property Organization Act of 1995."

NTEU supports the concept of increasing flexibility by establishing the U.S. Pat-
ent and Trademark Office (PTO) as a wholly owned government corporation. How-
ever, we remain concerned about a number of the legislative proposals currently be-

fore this Congress (including H.R. 1659 & H.R. 2533) which reflect drastic reduc-
tions in employee rights and protections as a precondition to achieving this goal.

NTEU strongly believes that it is indeed possible to create a more efYicient and cost

effective patent and trademark operation without compromising critical employee
protections that help ensure a fair work environment. We also believe that this can
be accomplished without compromising the flexibility management needs to better
serve its customers and the American public. NTEU is committed to working in
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partnership with the Congress and the Executive Branch to achieve these goals. I

thank you for the opportunity to present our views.

NTEU represents a total of approximately 2,500 bargaining unit employees at two
local chapters at the U.S. Patent and Trademark Olfice. The employees of NTEU
Chapter 243 are involved in all phases of the patent application process—from han-
dling mail, to other tasks directly related to the abjudication of patent applications.

The Trademark Society, NTEU Chapter 245, whose President, Howara Friedman
joins me here today, represents the professionals who process Trademark applica-

tions. PTO plays a crucial role in the development of new industries in our economy,
and these employees are vital to the successful operation of the Office. Employees
of the FTO perform an inherently governmental function that appropriately belongs
in the public domain.

Before commenting on the specific PTO corporatization proposals pending before
the Subcommittee, I would like to take a moment to say a few words about the fed-

eral workplace of the future and the role of the federal employee in responding to

increased efficiency demands in an increasingly competitive global marketplace.
No one feels stronger about the meaningrul transformation of the Federal work-

place than Federal employees. Federal employees and federal employee Unions, par-
ticularly NTEU, recognize the world is changing and evolving at an ever faster rate.

We are conscious of tne budget deficit and its impact on pay, benefits, training, of-

fice supplies, and federal employee work life. We see it; we feel it; we know it. Fed-
eral employees have arguably given more toward deficit reduction efforts than any
other single group over the last decade.

Today's economic and political realities have created a climate ripe for meaningful
change in the federal service delivery system. It is critical, however, that current
efforts to reinvent government go beyond meeting the political objectives of one
party or another. As this Subcommittee and the 104th Congress explore options to

reinvent and reorganize the Patent and Trademark Office, it is iniportant to remem-
ber that the Federal employees on the front lines of the PTO elTort are critical to

the successful implementation of any reform initiatives. These employees can offer

an informed and valuable perspective on the kinds of changes that are needed—

a

perspective that ou^t to be considered if the Congress is indeed serious about cre-

ating a cost efficient and effective reorganization. Mr. Chairman, for these reasons
I especially appreciate your inviting Howard Friedman, President of NTEU Chapter
245, to testify nere today, along witn our other union colleagues. Federal employees,
and their elected Union representatives stand solidly with the Executive and Legis-
lative branches of government in the effort to bring change in the way services and
benefits are delivered to the American public.

To increase efficiency and productivity in the federal government, particularly
with static or decreasing agency budgets, the creation of successful' labor-manage-
ment partnerships is critical. Because union leaders have historically been excluded
from operational decisions and policy-setting, the focus has been on getting one's
voice heard through the adversarial system of grievances and unfair labor practice
charges. This approach emphasizes waiting for a manager to make a mistake, then
trying to fix the inappropriate management behavior. Pre-decisional involvement
leads to better initial decisions together with faster implementation of needed
changes. Formally involving employee representatives in the decision-making proc-

ess increases the effectiveness and productivity of such operations and policies.

Only by changing the nature of Federal labor-management relations so that man-
agers, employees, and employees' elected Union representatives serve as partners
will it be possible to design and implement the comprehensive changes necessary
to reform the Federal government. The synergy of overlapping union and manage-
ment goals provides the potential commitment and energy necessary to overcome
the resistance to change and the inertia of the status quo. I wish to stress to the
Subcommittee that labor and management can transform the federal workplace into

one where employees want to give their discretionary energy because they are ex-

cited, challenged and empowered by their work. Such a workplace can be created
in the context of a labor-management partnership and it will support a more pro-
ductive and efficient government. I will discuss this issue in the context of the spe-

cific legislation at hand, later in my testimony.

EMPLOYEE PROTECTIONS & LABOR MANAGEMENT RELATIONS IN H.R. 1659 & H.R. 2533

NTEU recognizes the potential employee gains that can be realized from trans-
forming the PTO into a government owned corporation, and we support the basic
objectives behind the Administration's and the Subcommittee's undertaking of this
ertort. While we support the basic concept of a PTO Corporation, however, NTEU
is extremely concerned about, and opposed to, language in both H.R. 1659 and H.R.
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2533, which would give federal employees and their unions fewer rights than they
have today under Title V of the United States Code, and very few of the rights in

President Clinton's Executive Order 12871 which establishes the new form of labor-

management relations envisioned by his Administration.
Both HJl. 1659 and H.R. 2533 remove critical statutorily created rights that cur-

rently protect pro and other federal employees. Section 3(e) of H.R. 1659, and Sec-
tion 3(9) of H.R. 2533 exempt the new Corporation from several important chapters
of Title 5 of the United States Code, including various aspects of: chapter 31 (au-

thority for employment); chapter 33 (examination, selection and placement); chapter
35 (retention preference, restoration, and reemployment); chapter 43 (performance
appraisal); diapter 45 (incentive awards); chapter 51 (classiflcation); and subchapter
III of chapter 53 (general schedule pay rates).

These provisions eliminate key elements of the civil service statutes and dissolve

some of the most basic expectations of employees serving in our Nation's civil serv-

ice system. NTEU is concerned about the potential impact of this legislation on the
PTO's employees, especially with what we perceive as insuflicient checks on the
power vested in the (Jhairman of the new Corporation. Not only do both bills exempt
the employees from these critical civil service protections, they also fail to incor-

porate substitute checks or appropriate accountability standards to guard against
arbitrary actions by federal managers.

Section 103 (9) on pages 13 and 14 of H.R. 1659 also raises compelling concerns
for NTEU, since the language in this section would eliminate all substantive bar-
gaining, including bargaining over several issues permissible under current law.

Subsection (1 ) would prohibit implementation bargaining rights that are currently
allowed. The language in subsection (2) is even more problematic. Mr. Chairman,
this subsection greatly diminishes existing employee rights since it eliminates a host
of additional topics subject to mandatory bargaining since the inception of the labor-

management program in 1963. This would leave the corporation's employees with-
out statutorily mandated subjects of bargaining and would limit employee participa-

tion to procedures and appropriate arrangements bargaining.
Mr. (Chairman, we urge that the language be amended to at minimum contain the

mandatory subjects of bargaining contained in section 7106 of title 5, and Executive
Order 12871.
The elimination of title 5 requirements over pay, classification, performance ap-

praisals, and other key issues in both H.R. 1659 and H.R. 2533 leave employees
very vulnerable. The bills give sole discretion to the head of the agency without any
check on arbitrary or unfair action. This is not the "status quo" in labor relations,

as is often stated by proponents of these bills. Presently, even where employees can-

not bargain, they can enforce the rights given by statute through the grievance pro-

cedure. Unfettered management discretion over these issues would truly turn the
clock back. If there are no rules, then fairness cannot be ensured.
With regard to H.R. 2533, it too eliminates bargaining on matters historically sub-

ject to the bilateral process in favor of "sole and exclusive" discretion vested in the
Chief Executive Officer." The elimination of rights will not create more efficiency of
agency operations.

Basic protections must be provided in the statute in order to allow the partici-

pants to feel sufficiently secure to focus on the needs of the agency and not solely

on their own protection.

I strongly believe that the best solution is to allow bargaining over all of the sub-
jects. This would allow employee input, and would still maintain management flexi-

bility.

LABOR-MANAGEMENT PARTNERSHIPS

NTEU supports the language included in H.R. 2533 to establish a joint committee
comprised of both management and labor designees to assist the CEO by making
recommendations in certain key areas. Section 103, subsection "j" of H.R. 2533 es-

tablishes a joint committee comprised of labor and management personnel. While
this language only allows for a labor role to bassist the CEO by making rec-

ommendations concerning the design and implementation of systems related to posi-

tion classification, qualifications and procedures for employment, compensation and
awards, and contributions of the Organization to retirement and benefits programs;
it represents a step in the right direction

NTEU recommends that tne Subcommittee improve this language to ensure that
employee recommendations are fully considered oefore any changes in these policy

areas are made. We also recommend that similar language be included in H.R.
1659.
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The creation of labor-management partnerships in the federal sector is a recogni-

tion that the challenges of the future can not be met within the existing framework
of centralized personnel management and adversarial labor relations. Employee par-

ticipation in decision making enhances morale, increases productivity, improves the

work environment, and will assist the government in achieving it's goal of creating

a more effective and less costly government. It is becoming more and more evident

that an employee's productivity is linked to an employee's work processes and work
£rocedure8. Involving employees in work process decisions will enhance productivity

ecause they have tne knowledge, skills and ability to understand what the work
entails and what must be done to improve it.

CONTRACTING OUT

NTEU is also concerned about a number of the contracting-out provisions included

in sections 102(b) of both H.R. 1659 and H.R. 2533. Language in this section of both
bills would permit the Corporation to ".

. . use, with the consent of the agency,
government, or organization concerned, the services, records, facilities, or personnel
of any State or local government agency or instrumentality or foreign government
or international organization to perform functions on its behalf." The bills even go

further to include language that would allow the Corporation to ".
. . enter into

and perform such contracts, leases, cooperative agreements, or other transactions

with international, foreign and domestic public agencies and private organizations

and persons as needed in the conduct of its business and on such terms as it deems
appropriate."
Over the last 13 years, many decisions were made to contract out worii done by

Federal employees merely because it created the impression that government was
being reduced, costs were being cut, and that Federal managers were making deci-

sions like private business managers do. Nothing could be further from the truth.

Because of^this political predisposition to contract out work, there are many cases

where it costs more to privatize than had the work been performed by government
employees. The true number of employees whose work is funded with tax dollars

is nidden from the public, and legitimate accountability continues to be masked be-

hind press releases about process over the bottom line.

Like the Congress, NTEU is also committed to ensuring that all activities of any
resulting PTO corporation are executed in the most efficient and cost effective man-
ner. For that wont which is susceptible to privatization, a fair and open process

should be created to ensure that Federal employees are replaced only if a substan-
tial saving can be guaranteed. With this in mind, I propose that the Committee in-

clude language in tnis section similar to that approved and signed into law as part

of the Resolution Trust Corporation Completion Act of 1993 (P.L. 103-204). This
language states that the use of non-Corporation employees to perform the work of

the Corporation should be done only where the use of^such services is the most prac-

ticable, efficient, and cost effective. Such language would ensure that critical factors

such as these are appropriately considered as an important part of the decision to

contract out.

CONCLUSION

NTEU cannot support legislation that is more restrictive than the current con-

struct of collective bargaining in the federal system. While we support the Commit-
tee's goal of eliminating FTE ceilings and retaining all user fees collected, we do

not feel that eliminating basic employee protections is necessary to achieve this

foal. If the corporation is to draft an entirely new set of employment rules, collective

argaining is tne only viable check and balance, and guaranteed right of participa-

tion that has stood the test of time.
In today's business environment, employees are often considered a cost on the

same basis as capital and raw materials. It is assumed that workers' interests are

antithetical to those of management. As a result, workers become alienated from the

organization. They are denied the dignity of their work; their participation in deci-

sion making is devalued and discouraged, and they and their Union representatives

are treated as adversaries who must be kept at arms length from the decision-mak-
ing process.
Mr. Chairman, this Committee has an opportunity to reverse the philosophy that

has shaped the relations and processes of the Federal agencies for most of the last

century—a management method which emphasizes top-down communication, and
views workers as an extension of their machines in an integrated system where, at

its essence, everything is viewed as a cost that must be minimized. In reinventing
this outmoded management theory, the government must do what the most success-

ful American companies have done. So called "scientific management practices"
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must be discarded in favor of worker-empowering, high quality, high worker-value
practices.

This Subcommittee has an opportunity to seize the day and demonstrate the vi-

sion and the courage to estabhsn clear organizational goals and objectives for the
pro. As part of this thinking, workers must be viewed as assets to be developed,
not solely as costs that must be minimized, and the government's relationships with
its employees and unions must be transformed from adversarial to partnership. You
have an opportunity to implement the empowerment ideas articulated by both
Speaker Gingrich and Presi^nt Clinton, and give workers the authority and auton-
omy to do the work; and make the necessary long term investments in employee
training, support and technology. In this way, the new PTO Corporation will be able

to more effectively satisfy customer requirements, while reducing operating ex-

penses.
Mr. Chairman, this Subcommittee has an excellent opportunity to create an effi-

cient organization that meets the needs of its customers, while at the same time
taking us closer to a fiscally resfwnsible government. With the proposed reorganiza-

tion of the PTO, Congress has an opportunity to go beyond the simple rhetoric of
"partnership" and "Empowerment, and realize that true partnership and
empowerment presents a genuine opportunity for the innovation, transformation
and bottom line results necessary to achieve the goal of a more responsive and effec-

tive PTO. A good labor-management relationship is imperative to a successful qual-
ity improvement effort, and an important part oi the overall PTO eq[uation.

NTEU remains willing to work closely with you to try and achieve these goals.

Again, I thank you for the opportunity to testify before the Subcommittee today, and
I am happy to answer any questions you may have.

Mr. MOORHEAD. Mr. Stern.

STATEMENT OF RONALD J. STERN, PRESIDENT, PATENT
OFFICE PROFESSIONAL ASSOCIATION

Mr. Stern. Thank you, Mr. Chairman. You've been a good friend

of the Patent Office for a long time. Thank you for the opportunity
to provide the views of the Patent Office Professional Association.

Our organization represents approximately 2,200 engineers, sci-

entists, and lawyers at the Patent and Trademark Office.

We, too, favor legislation to allow the PTO to retain all of its fee

income, to spend it without appropriation, and to be exempt from
the FTE ceilings, so that staff size can be commensurate with the

number of appfications filed. However, POPA strongly opposes H.R.
1659 and the other bills because they eliminate the underpinnings
of the civil service system.
Patent examiners perform an adjudicatory function when they

decide whether or not an applicant has met tne statutory standards
for the grant of a patent. In order to ensure the integri^ of the ex-

aminers decision, it is essential that the examiner feel tree of coer-

cion and undue influence. It would be unfair for examiners to fear

for their jobs every time unsuccessful applicants complained to

their supervisors.

Given the quasi-judicial nature of the examining job, it becomes
obvious that we are dealing with an inherently governmental func-

tion and not a business service that is provided to the patent appli-

cant. It has been said that corporatizing the PTO is to be the model
for the rest of the Government. It is more appropriate to make the
PTO into a—^it is no more appropriate to make the PTO into a
CEO-controlled corporation than it would be to make our judicial

system into such a corporation.

All the proposed legislation gives the chief executive officer of the

new corporatized entity discretion to determine how employees are

hired, classified, laid off, evaluated, and paid and exempts employ-
ees from the chapters of title 5 that would otherwise govern such

25-138 96-9
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matters. The proposed legislation would also place these matters
off limits to collective bargaining and the purview of such tradi-

tional oversight agencies as the MSPB, 0PM, and the FLRA, and
the Department itself. The result is to place virtually unchecked
power in the hands of the CEO.
Under the proposed legislation as written, it would take an act

of Congress to reverse a personnel policy. Too many people have
forgotten about the abuses of power that the civil service system
was intended to correct and have failed to appreciate the system's
balance between fairness and efficiency achieved through years of

refinement.
We ask that you help retain the provisions of title 5. The whole-

sale elimination of critical portions of title 5 of the Code threatens
the fundamental culture of our system. It is that culture that is so

critical to the employees we represent. It is a culture that honors
and respects fairness and equity. It is a culture that says that
there will be equal treatment of people in similar situations, in-

cluding equal pay for equal work. It is a culture in which you will

have an opportunity to defend yourself if you are accused of poor
performance or wrong doing. But, most of all, it is a culture of hon-
orable treatment in which vou can expect to be free of unreason-
able demands and coercion from those in positions of authority.
The most important reason for retaining the civil service system

is that the public has the right to know that the power and author-
ity conferred by the public to its Government will not be hijacked
by unaccountable management personnel carrying out their person-
nel prejudices. Due process requirements for employee discipline

and removal in which management must demonstrate the alleged
poor performance or malfeasance of the employee is real are what
protect the public from corruption of legitimate authority. Fair pay
practices based upon published pay scales and objective placement
rules protect both employees and the public from inefficiency and
fraud.

We're just absolutely amazed that all the legislation before you
provides for removal only for cause for the CEO but for no one else.

Even the patent owners' representative on the first day of your
hearings testified that employees deserve the protection of removal
only for cause.

All of the proposed legislation will politicize the Patent and
Trademark Office. The Commissioner will be a political employee.
All other employees will be at-will employees whom the Commis-
sioner can fire or replace as he or she chooses. Without the stric-

tures of the civil service system, it will be completely legal to treat
all the jobs in the corporation as patronage jobs. The existing per-
ceived integrity of our examination process will be undercut.
When we surveyed our membership, 64 percent of the respond-

ents said that they believed that their decisions may be com-
promised if the PTO corporation eliminates their civil service pro-

tection. When we asked whether they were willing to risk their
civil service protection for the possibility of higher pay, 82 percent
said, "No."
PTO employees have earned and deserve, their civil service

rights. The PTO has been an example of hard work, productivity,
and efficiency, in stark contrast to the stereotype of unproductive
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and inefficient Government workers. All examiners are subject to

a performance evaluation system in which they are fully respon-
sible for quality, quantity, and timeliness. Production quotas are

specified in 6-minute increments and many employees already put
in lots of voluntary overtime. Surely it would be contrary to the
family values that we all share to allow management the

untrammeled power to demand even more output, thereby requir-

ing employees to spend more evenings and weekends to meet ever-

increasing goals.

In the past 15 years there has been a relentless drive to increase

the productivity of examiners that is, to decrease the amount of

time spent on each case. Each professional puts as much quality

into the product as the time granted to him by management allows.

Today the average amount of time spent per application is approxi-

mately 17 hours. How much less time can an examiner spend on
a case and still put out a quality decision? You should know that

the European Patent Office spends about as much time searching
a patent application as our examiners spend on the entire prosecu-

tion of the case.

Our customers have been surveyed numerous times and have
been extensively interviewed in focus groups. The No. 1 concern is

with the quality of our work product, especially as regards the ade-

quacy of the search of the prior art. Our employees have also been
surveyed, most recently by an outside consulting firm that was
hired by management as part of the reengineering efforts at the

PTO. Tne No. 1 problem identified by employees is concern over

quality. Our customers have spoken, our employees have spoken,

but nothing has changed. Production and cycle time still take prec-

edence over quality.

The prognosis for the future is clear. In a POPA-sponsored sur-

vey, our employees again expressed their belief that if PTO man-
agement were given the flexibility provided in the proposed bills,

there would only be a further squeeze on quality.

Particularly pernicious is the performance agreement set forth in

section 103(b)(3)(a) of the administration bill, H.R. 2533, to be es-

tablished between the Secretary and the head of the Corporation.

That agreement is to incorporate, quote, "measurable goals in such
specific areas as productivity, cycle times, efficiency, cost reduction,

innovative ways of delivering patent and trademark services and
customer satisfaction." Conspicuous by its absence is any reference

to quality or any measure of the correctness of the patent and
trademark decisions that are made.
Our professionals recognize that all of their past hard work will

now only serve as a new baseline for a production- and perform-
ance-driven CEO who wants to double his salary so that his income
can exceed that of the President and all of Congress. Unfortu-

nately, the easiest way to decrease costs and increase cycle times,

so as to meet a performance agreement, is simply to order examin-
ers to do less examination.
For example, if we don't classify foreign patents into our U.S.

classification system, and then don't put them into our files, we
will be more cost-effective. Not only will we save the cost of classi-

fication, but there will be fewer references to search. Thus, our ex-

aminers will be able to save time and research. Furthermore, if a



256

relevant reference is missed, they will be able to issue the applica-

tion instead of having to write a rejection with all its intendant ef-

fort and time.

Of course, this is not the way to increase quality. If Congress is

concerned about the quality of the work product, we recommend
that you consider the professionalism and pride of the employees
as a resource. The most direct way that you can utilize that re-

source is by providing an additional clause in section 103 that, in

essence, provides for oargaining with the employee representative

over performance evaluation systems and performance standards.

Working in partnership with management, we will be able to in-

crease the quality of our examination process.

I notice that the red light went on. I have other remarks. I hope
that you will read them in the testimony.
Mr. MooRHEAD. If you have stuff that is so important, well take

a minute or two and won't stop you
Mr. Stern. Well, actually, there is one crucial item. I appreciate

it. There is one really crucial item.

One of the things that was said at the first hearings, and it was
said by the Commissioner and it was said by the Vice President,

was that a similar system had been tried with the British Patent
Office, and it produced cost savings of over 40 percent. Well, when
I first heard that, it just sounded too good to be true. When we
checked it out, it really was too good to be true. It just wasn't true.

We have checked witn the British Patent Office; we have gotten

one of their annual reports. It turns out that the cost savings they
were referring to was the cost of "common services" which is an
item that deals with housekeeping functions. The major cost reduc-
tion in that housekeeping function was a move, a relocation from
London to a very small town on the west coast called Newport,
New South Wales, which is only a town of about 110,000. That
would be the equivalent of moving the Patent Office to rural Amer-
ica in, say, West Virginia.

Frankly, I don't think that we need to pay our CEO double the
salary of a Cabinet member in order to get him to move us to rural

America. If we want to have those kind of cost savings, I'm sure

that the committee could arrange it.

Mr. MooRHEAD. You know that there is a limitation on what
they could make in the legislation. There are under the title

—

under our bill, title 3, they can get the Commission to approve an
advisory committee which is made up pretty much of members of

the public, key Members of Congress that have oversight, and other

people, but they are managed—that limitation on there. Even
though there is a limitation definitely on what the
Mr. Stern. Your point is well
Mr. MOORHEAD. They cannot go anywhere what the President

makes.
Mr. Stern. Your point is well taken with respect to your bill,

H.R. 1659. Unfortunately, the administration bill and Frank Lau-
tenberg's bill in the Senate are, I think—have a different limita-

tion.

Mr. MooRHEAD. I think you all know that these bills are not
written in concrete. There were many changes that were made
from our version into the version that was passed out. And it has
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to go the fiill cycle before we get through it. We are interested in

ideas. We want to get the very best bill we possibly can get when
it passes, if it does pass. And your ideas are very important, and
we aren't just letting you talk. They will all be considered and
many of them will be adopted. So, IJust want you to know, and
the Tri-Lateral Commission and the Billerburgers have no control

over the bill at all. [Laughter.]
Mr. Stern. Thank you very much, Mr. Chairman.
[The prepared statement of Mr. Stern follows:]

Prepared Statement of Ronald J. Stern, President, Patent Office
Professional Association

Mr. Chairman and Members of the Subcommittee, thank you for the opportunity
to provide the views of the Patent Office Professional Association. Our organization
is the exclusive bargaining agent for the approximately 2200 patent professionals

at the U.S. Patent and Trademarii Office. The vast majority of the employees we
represent are engineers, scientists, and lawyers who work as patent examiners.

In the proposals to reorganize the PTO, our membership sees both good and bad.
There is virtually universal agreement that providing the PTO with the authority
to retain its fee income, and to spend it without appropriation, is a benefit. We all

recognize that charging someone a fee for a service and then diverting the fee to

other purposes undercuts our ability actually to do the work. It also constitutes a
tax on innovation which undercuts incentives to invent.

There is also virtually universal agreement that the ever-rising number of appli-

cations filed rtguires a commensurate increase in the staff needed to process tnose
applications. When applicants pay a fee, thev are entitled to receive the service they
have paid for. The PTO is not taxpayer funded. It is unfair to take the users' money
and then to deny service arbitrarily because of an FTE ceiling based upon ageneral
desire to eliminate other government functions. Therefore, freedom from FTE ceil-

ings is the logical solution.

But the reoreanization proposed for the PTO goes way beyond providing for these
two very benencial effects. It dramatically changes the way in which personnel pol-

icy is generated, implemented and reviewed. In all of the free-standing bills, H.R.
1659, H.R. 2533 and S. 1458, personnel policy will be divorced in its most significant

aspects from the current system, and placed entirely in the hands of the corpora-

tion's CEO. No si^ificant checks and balances are built into the legislation. If the
corporation establishes, for example, a pay system which creates unwarranted bene-
fits for a few, it will take an Act of Congress to change that system.
The proposed legislation dismantles the most basic expectation of our nation's

civil service system, namely, the expectation that your employment will continue so

long as you perform acceptably ana there is enough worii to do. It also does away
with the salary system as we know it, including the GS scale, within grade in-

creases, objective performance measures coupled with the right, when needed, to a
second chance to oemonstrate improved performance, and the rules by which place-

ment on the salary scales is determined. Job security, a treasured benefit of public

employment, will disappear.
The proposed changes to title 5 of the United States Code threaten the entire cul-

ture of the civil service system It is that culture that is so critical to my member-
ship. It is a culture that honors and respects fairness and equity. It is a culture that
says there will be equal treatment of people in similar situations. It is a culture in

which you will have an opportunity to defend yourself if you are accused of poor
performance or of wrongdoing. But most important of all, it is a culture of honorable
treatment in which you can expect to be free of unreasonable demands and coercion

from those in positions of authority.

Maintenance of that culture is especially critical to the job of the patent examiner
if we wish to ensure public confidence in the decisions made by tnose examiners.
Patent examiners have several different constituencies. One such constituency is

made up of those who seek patents, and it is they who may be dissatisfied with ad-
verse decisions made in the examination process. Nonetheless, examiners are called

upon to make such decisions, and it would be unfair for them to have to fear for

their jobs every time an unsuccessful applicant decides to exert pressure by com-
plaining to their supervisors. Tliose decisions must be made properly in order for

patent examiners to serve capably other less visible constituencies. One constituency
18 the portion of the business community which would wrongly be denied the right

to make, use and sell products and processes which, according to law, are not to
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be protected by patents. Another constituency is the public who would needlessly

pay a premium for patented products and processes that should be in the public do-

main. Yet, these otner constituencies are naturally far less visible in the process,

and are not considered to be "customers" by PTO management.
In order to ensure the integrity of the patent examiner's decision, it is essential

that the examiner feel free oi coercion or undue influence. It is because of the ten-

sion inherent in the fact that an examiner may have to make a decision adverse
to the interest of a psulicular patent applicant that we say that an examiner oper-

ates in a quasi judicial capacity.

To better understand the role of the examiner, consider what would happen if

there were no examination system We could still encourage science and technology
by giving inventors a patent to their inventions. We could rely entirely on the integ-

rity and knowledge or the applicant to determine what is novel and worthy of pro-

tection. That, in met, has been tried and it's called a registration system It has been
tried in this country. In the forty years prior to 1836, there was only a registration

system in the United States. Because it resulted in excessive litigation it was con-

sidered a failure and replaced with an examination system Because applicants are

not necessarily objective about their own inventions, a self-nomination system tends
to lead to a lot of litigation over whether what the inventor believes is his invention

actually meets the conditions for patentability. Just as much as a valid patent will

encourage science and invention, an invalid patent can be used to stifle competition.

An invalid patent can be used as a sword to narass a competitor.

Once one recognizes the quasi judicial nature of the examination job, it becomes
obvious that we are dealing with an inherently governmental function, and not a
business service that is provided to the patent applicant. It has been said that
corporatizing the PTO is to be the model for the rest of the government. It is no
more appropriate to make the PTO into a CEO controlled corporation than it would
be to maice our judicial system into such a corporation.

Both H.R. 1659 and the administration bill will politicize the Patent and Trade-
mark Office. The Commissioner, or the CEO, will be a political appointee. All other
employees will be "at will" employees whom the Commissioner can fire or replace
as ne or she chooses. Without the strictures of the civil service system, it will be
completely legal to treat all the jobs in the Patent Office as patronage jobs. The ex-

isting perceived integrity of our examination process will be undercut. U.S. patents
will no longer be seen as valid, since patent validity is inextricably linked to the
integrity of the examination process.

when we surveyed our membership, 64% of the respondents said that they be-

lieved that their decisions may be compromised if the PTO Corporation eliminates
their civil service protsctions.

Politicization is not the only adverse conseauence of eliminating the civil service

status of our employees. It is likely to demoralize the employees and not very likely

to produce enhanced performance. Our members feel so strongly about this matter,
that when they were asked whether they were willing to risk their civil service pro-

tections for the possibility of higher pay, 82% of the respondents said no.

Most examiners, when they first come to the PTO with their engineering or
science background, are in a position to get jobs in other organizations. As time goes
on, those employees' abilities to get jobs in other organizations decrease because, the
special skills they acquire in order to be promoted are not transferable to other or-

ganizations. By the time employees are primary examiners, their skill level has be-
come so specialized that they are no longer employable as scientists or engineers
at comparable pay. These employees in essence are trapped at the PTO and thus
are particularly in need of protection against any arbitrary and capricious removal.
It would be an enormous disincentive to employees to persevere and become primary
examiners if they could be removed without cause. Who would be willing to take
the risk that years of study and toil to become a primary examiner would pay off

if you could be removed from your job at the whim of a supervisor?
Right now, patent examiners are a dedicated, hard-working, highly educated

group of scientific professionals, many of whom devote their entire lives to the pat-
ent system. Disturt) their morale and their confidence that they will be treated fair-

ly, and you may not like the results. You will have devalued the worth of some of
your best and brightest federal employees.

Consider how this will impact on the hiring and retention of employees. Although
the government, for some individuals, is not the employer of first choice, the PTO
has benefited from the layoffs and restructuring of our nation's scientific work force.

When this windfall ends, the PTO may not be able to attract the employees needed.
The job security and the culture of the civil service system provide the government
a competitive advantage, incapable of being matched bj^rivate industry. If you
eliminate that culture and that job security, how will the PTO compete with private
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industry? How will the federal government attract competent employees if the size

of a paycheck is the only basis for choosing a job?
Yet, the foregoing is not even the most important reason for retaining employee

civil service protections. The most impwrtant reason is that the public has the right
to know that the power and authority conferred by the public to its government wUl
not be hijacked by unaccountable management personnel carrying out their personal
prejudices. Due process requirements for employee discipline and removal, m which
management must demonstrate that the alleged poor performance or malfeasance
of an eniployee is real, are what protect the public from corruption of legitimate au-
thority. While it is understandable to want to reduce the burden of regulation, we
should remember that these regulations came into being because public outrage de-
manded remedies to widespread historic abuses. There is no reason to believe that
absolute power will no longer corrupt absolutely as we enter the twenty-first cen-
tury.

Amazingly, the legislation before us provides for removal only for cause for the
CEO, but for no one else. Even the patent owners' representative in the first day
of your hearings testified that employees deserve the protection of removal only for

cause.
Our employees want to have permanent jobs, but without the protections of Chap-

ters 31, 33, and 35 they could be left, with only a series of temporary appointments.
At the FDIC, I am told, it is commonplace to give certain professionals only 2 year
terms. Currently, under 0PM regulations, an agency is allowed to use temporary
employment only in situations in which there is an expectation of a limited work-
load, in which a documented request has been submitted to 0PM, and 0PM has ap-
proved its use. 0PM has continuing oversight jurisdiction and may revoke permis-
sion to continue temporary appointments. Under the proposed bill, there is no ad-
ministrative oversight of the corporation's use of its appointment authority.
Temporary appointments can be used to undercut an employee's entitlement to

health and life insurance. Temporary appointments can also l>e used to avoid the
due process procedures required for removals for cause. In the PTO, 10 examiners
with computer science degrees were hired in Group 2300 on a temporary basis be-
cause, we were told, it was not clear that individuals with such degrees could suc-
cessfully perform patent examining duties. Presumably, a refusal to renew the ap-
pointments is intended to be used as a substitute for substantiation of an allegation
of poor work in a removal action.

Another method of avoiding the due process procedures required for removals for

cause is to unduly extend probationary periods. Under current law, an employee is

subject to summary dismissal during the probationary period. That means a mere
general allegation of poor performance, witnout a specification of charges and with-
out the opportunity for a hearing, is a sufficient basis for removal. Summary dismis-
sals are not grievable. The proposed bill eliminates the current one year bmitation
on probationary periods and further specifies that the "procedures" for employment
are not negotiable.

Do we want to go back to the days when patronage, nepotism, and cronyism domi-
nated the federal government? Of course not. But consider the following examples
of statutes in Title 5 of the U.S.C. from which the new PTO is to be exempted: Sec-

tion 3303 which prohibits political recommendations regarding hiring promotions
and other personnel actions. This section is a key element in the defense against
patronage. Or perhaps. Section 3110 which prohibits the employment of, or favored
treatment of relatives. Of the eleven categories of prohibited personnel practices

specified in Section 2302, only one, dealing with whistle blower protections, is appli-

cable to the employees of a government corporation. A typical prohibited practice not
applied to corporate employees is the pronibition against retaliation for testifying

on behalf of a fellow employee in a hearing before a government agency or in a
grievance proceeding.
PTO employees have earned and deserve their civil service rights. The PTO has

been an example of hard work, productivity and efficiency, in stark contrast to the
stereotype of unproductive and inefiicient government workers. All examiners are
subject to a performance evaluation system in which they are fully responsible for

quality, quantity and timeliness. Production quotas are specified in six minute in-

crements and many employees already put in lots of voluntary overtime. Surely, it

would be contrary to tne family values we all share to allow management the
untrammeled power to demand even more output, thereby requiring employees to

spend more evenings and weekends to meet ever-increasing goals.

In considering the proposed legislation, it is important to assess the impact it is

likely to have on the performance of patent examiners. Especially important is the
relationship between Quality and quantity. For examiners, quality basically means
a complete search of tne prior art, a thorough and clear exposition of all the legal
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issues, and making correct decisions. In the past fifteen years, there has been a re-

lentless drive to increase the productivity of examiners, that is, to decrease the

amount of time sj)ent on each case. Each professional puts as much quality into the

product as time granted to him by management allows. As the complexity of the

technology has expanded, as the size of the search file has expanded, as the com-
plexity 01 the legal issues has expanded, and as patent procedures have become
more complex, there is only one thing that has remained constant—the quota that

has been assigned to each examiner.
At this point, the average amount of time spent per application is approximately

seventeen hours. How much less time can an examiner spend on a case and still

put out a quality decision?

Our customers have been surveyed numerous times, and have been extensively

interviewed in focus groups. The number one concern is with the quality of our work
product, especially as regards the adequacy of the search of the prior art. Our em-
ployees have also been surveyed, most recently by an outside consulting firm that

was hired by management as part of the re-engineering efTorts at the PTO. The
number one problem identified by employees is concern over the quality of our work
product. Our examiners are strongly motivated to provide a quality work product

oy their professionalism and by their pride. Every patent lists the names of the ex-

aminers who worked on the case, and no one wants to be embarrassed.
Our customers have spoken. Our employees have spoken. But, nothing has

changed. Production and cycle times still take precedence over quality. The progno-

sis for the future is clear. When we did an adaitional survey in preparation for to-

day's testimony, our employees again expressed their belief that ii PTO manage-
ment were given the flexibility provided in the proposed bUls, there would only oe

a further squeeze on quality.

Particularly pernicious is the perfonnance agreement, set forth in Section 103
(bX3XA) of the administration bill, to be establisned between the Secretary and the

CEO of the Corporation. That agreement is to incorporate "measurable goals in such
specific areas as productivity, cycle times, efficiency, cost reduction, innovative ways
of delivering patent and trademark services, and customer satisfaction." Conspicu-
ous by its absence is any reference to quality or any measure of the correctness of

the patent and trademark decisions that are made.
Our professionals recognize that all of their past hard work will now only serve

as the new baseline for a production and performance driven CEO who wants to

double his salary so that his income can exceed that of the President and all of Con-
gress.

Employees also recognize that you build quality into a product only with more
time and more resources. Currently, the European Patent Office spends about as

much time searching a patent application as our examiners spend on the entire

prosecution of a case. When inadequate time is available for searching, fewer appli-

cants can be assured that the patents they are granted will stand up in court when
assailed by a well financed opponent who is willing to fund a thorough search.

Employees have seen that management is willing, even after hearing from its cus-

tomers and its employees, to sacrifice quality in the examination process in favor

of increasing production and reducing cycle time. Even in li^t of" this expressed
concern for quality, management has stated its intention to gut the independent
Quality review operation, and has severely cut back our patent classification efforts,

tiiat is, efforts which allow patents to be indexed in the proper areas so that they
can be found when an examiner goes to search for them. Top management's prin-

cipal goal in the ongoing reengineering efforts is still to decrease cycle times, and
to increase productivity, rather than to improve quality.

If Congress is concerned about the quality oi the work product, we recommend
that you consider the professionalism and the pride of the employees as a resource.

The most direct way vou can utilize that resource is by providing an additional

clause in S«;tion 103 that states:

Notwithstanding the provisions of title 5, USC, Section 7106(a), perform-
ance evaluation systems and performance standards shall be proper sub-
jects of negotiation.

Working in partnership with management, we will best be able to increase the
quality ofour examination process. On the other hand, without an explicit statutory
concern for the quality of our work product, only the characteristics listed in the
administration bill will be heeded.

Unfortunately, the easiest and quickest way to decrease costs and increase cycle

times is simply to do less examination. For example, if we don't classify foreign pat-

ents into our U.S. classification system, and then don't put them in our files, we
will become more cost efiective. Not only will we save the cost of classification, but
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there will be fewer references to search Thus, our examiners will be able to save
time in the search. Furthermore, if a relevant reference is missed, they will be able
to issue the application instead of having to write a rejection with all its attendant
effort and time. Of course, this is not the way to increase quality.

During the first day of hearings on the possible transformation of the PTO, the
Administration cited to a 40% reduction in costs at the British Patent Office as a
result of converting to a "performance-based" organization. Frankly, this sounded
too good to be true; and it turned out not to be true. The British Patent Office did
not achieve a 40% reduction in overall costs. It achieved a reduction of that size only
in the cost of "common services," which reduction, according to their 1994—95 An-
nual Report, "derives mostly from accommodation savings following relocation to

South Wales." The cost of common services in their fiscal year ending in March of
1995 was only about British pound 12 million in overall expenditures of over British
pound 46 million. The British Patent Office moved from leased space in London to

mostly government-owned space in Newport, South Wales, a town of only about
110,000 people on the opposite side of the British Isles. This is roughly the equiva-
lent of moving our PIO to the middle of West Virginia.

OUR CURRENT SYSTEM WORKS WELL

The Commissioner, in his testimony, stated that he needed greater "flexibility" in

pay matters so that he can pay employees more. In particular, he has said that he
doesn't want to have to stick a cracker jack biotech examiner in management to pay
him more. His lieutenants must not have given him all of the correct information.
Under our current system, the agency has lots of flexibility to pay people more in-

cluding the opportunity to:

1) establish special higher pay rates if the basis for the payment is the occu-
pational specialty of the employee;

2) provide retention bonuses of up to 25% of yearly salary for employees
whose special skills are in particular demand in the private sector;

3) provide recruitment bonuses of up to 25% of yearly salary if the agency
woula otherwise have trouble finding high quality candidates to fill a position;

4) provide a relocation bonus of up to 25% of basic pay when it is necessary
to recruit outside of the commuting area in order to fmd a high quality can-
(Udate;

5) eliminate artificial restrictions on the number of non-managerial GS-15
patent examiner positions;

6) establish a senior level pay scale which provides for pay up to level IV of
the Executive Schedule for particularly exceptional employees;

7) grant award amounts higher than currently paid, including up to 10% of

salary for fully successfiil performance and up to 20% of salary for exceptional

performance; and
8) provide additional fringe benefits such as transit subsidies, with all these

well-established programs for paying employees more money, we cannot imag-
ine what additional flexibility an agency would need to attract a well qualified

work force. To the extent the Commissioner wants to pay us more, he should
do it now using these existing authorities.

Pay affects employees on a daily basis. Nothing affects morale more than the per-

ception of fairness that is associated with the pay system Right now we have a sys-

tem that everyone is comfortable with. The patent examiner series, GS-1224, was
a custom designed classification system keyed to the special needs of the examining
job. It is a rational structure that provides a progression of salaries from a low of

GS-5 to a high of GS-15. We know of no specific inadequacies in that structure.

The National Academy of Public Administration (NAPA) Report on "Incorporating
the Patent and Trademark Office" attempts to create a rationale for exempting the
Office from portions of title 5. Unfortunately, the rationale is flawed in many in-

stances due to an inaccurate understanding of the factual situation at the PTO. For
example, the Report alleges that employees in career ladder positions need only
demonstrate satisfactory performance in their current grade to be promoted. If this

is true it is only because an agency fails to foUow the regulation which requires
agencies to estaolish a systematic means for promotion according to merit. The spe-
cific provisions of a promotion plan are left, to the discretion of the agency. We can-

not imagine any greater flexibility than that. The practice in the PTO is such as
to require patent examiners to maintain productivity levels half way between their

current level and the next highest level for the six months prior to promotion and
demonstrate a likelihood of successful performance at the next highest grade.
The NAPA Report also alleges that some employees reach the top of their career

ladder without having achieved any additional education or qualifications other
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than those they possessed when entering their career ladder. This is a dreadful slur.

Every primary examiner is required to undergo two rigorous reviews of his work by

panels of supervisors to determine full competency. Since most primary examiners

end up in dockets they learned only during their careers at the PTO and since most
employees entered the PTO without knowledge of patent law and practice, it is obvi-

ous that they acquired the knowledge and qualifications in the interim.

The NAPA Report also alleges that one of the defects in the pay system is that

supervisors, in many instances, are paid less than the employees that they super-

vise. This usually occurs when an experienced examiner has a relatively newly ap-

pointed supervisor. We believe that is a strength in the system and not a defect be-

cause it demonstrates that technical expertise and ability in the actual job of an ex-

aminer is worthy of reward.
NAPA alleges there are top performing employees who progressed through their

grades a year at a time who have morale problems because they are sitting next

to a long time patent examiner who is at the top of the grade but has not kept up
with the technology and is a mediocre employee at best. We cannot imagine where
this information came from; it appears to be pure fantasy. Examiners are like wine.

They tend to get better over time due to increased experience. Although in any
group of hundreds there may be a few poor performers, the vast, vast majority of

examiners at the top of their grade are well respected and serve as resources for

the less experienced examiners. We know of no morale problem of the type identi-

fied by NAPA.
Currently, the PTO is an integral part of the government in that it receives over-

sight from 0MB, from 0PM, and from the Commerce Department. From an em-
ployee perspective, the activities of the oversi^t agencies is critical. Most of the

time, individual employees have neither the resources nor the access to information

that make it practical to overturn a prohibited action. Even when employees pool

their resources, only a few of the most egregious violations can be remedied. It real-

ly takes the power and authority of a government agency to effectively police those

who themselves have lots of resources and power. None of the proposals provide

that kind of oversight.

CONTRACTING OUT PATENT EXAMINATION TO FOREIGN GOVERNMENTS

In the proposed legislation, at Section 102, in the amendment to 35 U.S.C.

§2(bX10), the new PTO is given the power to contract out the entire operation of

the organization, including uie searching and examination of patent applications, to

foreign governments and international organizations. We believe the critical func-

tions of searching and examination must be retained in this country. We urge the

Congress not to give the PTO such unfettered power.

Do not think such an extreme possibility is entirely hypothetical. A recent O.G.

notice proposed contracting with the European Patent Office for searches in PCT
cases in wnich the United States was specilically designated by the applicant as the

search authority. See 1167 OG 74 of October 18, 1994.

While we support cooperative efTorts with foreign Patent Offices and with inter-

national organizations, the basic functions of searching and examination involve pol-

icy matters that determine our competitiveness with both the Europeans and the

Japanese. We do not think it is wise to even create the potential for such a loss

of control of fundamental, Constitutionally mandated economic policy.

BARGAINING RIGHTS

The very severe cutback in bargaining rights provided in both H.R. 1659 and the

administration bill devalues the voice of employees in supporting the mission of the

agency. H.R. 1659 is worded so as to avoid all bargaining, including impact and im-

plementation bargaining, with respect to the classification of positions, pay matters,

and procedures for employment. In fact, H.R. 1659 eliminates all currently existing

substantive bargaining, even in areas that Congress has specifically provided for,

such as bargaining with respect to fiextime and compressed work weeks. The only

bargaining that is permitted under this bill is bargaining over procedures that man-
agement will obser\'e in exercising the management rights, and appropriate ar-

rangements for employees who are adversely affected by the exercise of manage-
ment's rights.

The administration bill similarly restricts bargaining although different language
is used. By virtue of the fact that subsection (0 of Section 103 states that the Chief
Executive Officer shall have, "sole and exclusive discretion" means, under current
case law, that all negotiation regarding the listed topics is prohibited. See AFGE
Local 3295 and U.S. Department of the Treasury Office of Thrift Supervision, 47
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FLRA 884 (1993), affirmed sub nom. AFGE Local 3295 vs. FLRA. Docket Number
93-1488 (D.C. Cir. January 27, 1995).

Senator Lautenbeiv's bill, S. 1458, at proposed 35 USC §3, subsection (h)(2),

seems to provide for oargaining of the matters reserved to the sole and exclusive

discretion of the Conunissioner but, in fact, bars negotiability because of the lan-

Eiage that says that these matters are negotiable to the same extent as the Federal

abor Relations Authority holding in effect currently. The relevant FLRA case is the

one cited in the prior paragraph of my testimony which holds that the "sole and
exclusive discretion" language constitutes Congress' intent to bar negotiability. The
potential confusion engendered by this section serves no one.

Even though the Commissioner testified on the first day of hearings that impact

and implementation bargaining would be allowed if management made a decision

to decrease pay, it is not at all clear that this would be allowed in situations in

which (Congress has specified that the CEO has "sole and exclusive" discretion.

There is also some confusion as to what is meant by the Itmguage in Section

103(0 of the administration bill in which it is stated that the CEO shall have sole

and exclusive discretion over "any compensation and award system except gain

sharing, including wages and compensation based on performance." Since we believe

that compensation based on performance is gain sharing, this section seems to be
sufiiciently indefinite to be a source of future litigation.

The administration bill adds to H.R. 1659*8 exclusions an additional direction that

the CEO shall have sole and exclusive discretion to "abolish positions and lay off

without regard to the provisions of Chapter 35 of Title 5, United States Code except

that preference eligibility laws shall apply in any layoff system."

With such broad and unchangeable authority to lay on employees without cause,

we cannot imagine that anyone would ever be given an opportunity to defend him
or herself. Even if management were to believe there is a proper basis for removal
for cause, we cannot imagine any management ever giving an employee an oppor-

tunity to be notified of the specifics of the basis for that removal when all that man-
agement has to do is send the employee a letter that says one line: "Your position

has been abolished as of today." (Jur contracts with the agency and Title 5 provi-

sions provide significant due process rights to employees who are to be removed for

cause. We expect those rights to be entirely irrelevant should the Agency ever
achieve, as is proposed in the administration bill, total and unfettered power to lay

off employees without any explanation.

All the proposed legislation treats Patent Office employees as third class citizens

who are to have fewer collective bargaining rights than employees in the private

sector, and fewer collective bargaining rights than employees in the federal sector.

What rationale can be used to justify such shabby treatment? We know of no other

comparable situation in which Congress has found the need expressly to deny nego-

tiation rights to employees. PTO employees do not perform military, police, medical,

sanitation, emergency functions, or functions having an instantaneous impact on
public health or safety. What is it about PTO employment that would justify denial

of the basic private sector right to collective bargaining?
'Die bulk of the labor management litigation at the PTO concerns disputes over

what is negotiable and what is not negotiable under the management rights clause.

When both sides admit the negotiability of a particular topic, we have shown that

we can reach a mutually satisfactory agreement in a very short time. One example
of that is a gain sharing agreement which we think has benefited management, has
benefited the employees, and has benefited the PTO's cusUimers. That particular

agreement was reached in approximately three weeks. There are, of course, other

topics in which negotiations reached an impasse, and it was necessary to invoke the

services of an interest arbitrator to resolve those negotiations. We challenge anyone
to find any ill effects for the public or the PTO in those agreements.

The administration bill provides for the establishment of a labor management
committee which is limited to an advisory capacity. We believe that the establish-

ment of such a body, whose recommendations can be ignored at will, is not an effec-

tive vehicle for providing employee input.

The Commissioner has stated his intention to write a new personnel manual.

With no required input from employees with respect to virti'.ftlly all of the signifi-

cant aspects of an employee's career, it should be an easy book to write.

CONCLUSION

The proposed bill eliminates the underpinnings of the civil service system, while

it bars by law collective bargaining as to the most significant aspects of the employ-
ment relationship. The result is to place virtually unchecked power in the hands of
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the chief executive of the corporation. Aa written, it would take an act of Congress
to reverse a personnel policy.

This discretion can be used for good or evil—will each employee now be expected

to negotiate his or her own wages? Will there be any checks to ensure fairness or

avoid special privilege?

No CEO in private industry has unchecked power—there is accountability to a
board of directors, a fiduciary duty to stockholders, and a statutory requirement to

negotiate with labor unions. In the public sector, it is well established that all insti-

tutions should be subject to checks and balances.

We urge that the Congress not succumb to an idealized view of private enterprise

3 in attempting to make government agencies operate more like tne private sector.

The history of private enterprise in tnis country, while including many shining

achievements is also rife with examples of misbehavior, malfeasance, overbilling,

fraud, and knowingly selling dangerous products, and the court records of this coun-

try bear ample witness to too many such deplorable episodes. While the public may
tolerate this situation in the private sector, accepting "after the fact" remedies avail-

able in the courts, it should oe entitled to a higher standard in the government it

establishes by Constitution and statute, so that every effort is made to prevent

wrongdoing before it happens.

RECOMMENDED ACTION

We recommend, first and foremost, that Congress maintain the status quo with
respect to the treatment of employees with regard to their civil service rights and
their bargaining ri^ts. What this means, simply, is that the sections of the pro-

posed legislation that exclude employees from key provisions of title 5 and that re-

strict the scope of bargaining (including the sole and exclusive language in the ad-

ministration Dill) be stricken from the legislation. Some of the witnesses that you
heard on the first day of the hearings, recommended that the status cmo be main-
tained with respect to both bargaining and employee rights matters. We think that

is good advice.

However, if Congress is concerned about the quality of examination, then, we rec-

ommend as the best means for improving quality, a clause which makes perform-
ance evaluations and performance standards a proper subject of negotiations.

Mr. MOORHEAD. Yes. Mr. Friedman.

STATEMENT OF HOWARD FRIEDMAN, PRESIDENT, THE
TRADEMARK SOCIETY, NATIONAL TREASURY EMPLOYEES
UNION, CHAFFER 245

Mr. Friedman. Thank you. Good morning. Mr. Chairman, I ap-
preciate the opportunity to appear before the subcommittee on be-
nalf of the Trademark Society, National Treasury Employees
Union, Chapter 245 to present our views on the proposed legisla-

tion to make the Patent and Trademark Office a Government Cor-
poration.

Let me take a step back before I go into my testimony, £ind let

me review what I plan to talk about. I plan to talk about four sub-

jects. The bulk of my comments are going to be reserved to detail-

ing why we think that the status quo is not maintained in the
labor management relation. And, as I said, that will be where the
bulk of where our comments, my comments, will be.

I want to spend a little time also talking about three other sub-
jects and they are: under what circumstances do we think that
work should or shouldn't be contracted out? I also want to talk

briefly about the issue of what the advisory board, how the advi-

sory board should be configured, and also talk briefly about the
management committees that are referred to in the bill. And, fi-

nally, I want to address the issue of how trademark fees should be
utilized, where they should go, and how the trademark operation
and policy function should be managed.
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Mr. Chairman, NTEU, Chapter 245, is the labor union that rep-

resents attorneys in the trademark operation in the Patent and
Trademark Office. Our bargaining unit members decide whether to

approve trademark applications for publication and registration.

More than 70 percent of our bargaining unit are dues-paying mem-
bers of our organization. These members, some of whom are here
today and sitting behind me, value the importance of union in-

volvement and participation in their work life.

We would like to emphasize that our chapter NTEU is in com-
plete accord with the positions taken before you by the national

union and Mr. Tobias. We are grateful to the subcommittee for al-

lowing us to present our special perspective as trademark attorneys

on the proposed legislation.

Mr. Chairman, we appreciate the need for creating changes in

the Federal sector. There is no question that employees and cus-

tomers at the Patent and Trademark Office could benefit from a

more efficient and cost-effective operation. We, therefore, support
the development of a Patent and Trademark OfHce as a Govern-
ment Corporation, but only if such development will not decrease

the rights and protections of the employees in the Office.

Mr. Chairman, the morale, the integrity, the independence, and
the expertise of the Office's trademark attorneys are vital to the

successful operation of the Trademark Section of the Patent and
Trademark Office. Without proper administration of the laws re-

garding trademark registrations, the value of the American trade-

mark cannot be preserved. Consequently, Mr. Chairman, it is vital

that any legislation to change the Patent and Trademark Office

from a Grovernment agency to a Government Corporation embody
accountability, oversight, and checks and balances on those manag-
ing such a Corporation. The work force must feel empowered to do
their jobs without fear of unfair treatment and reprisal.

Mr. Chairman, the best way I know to ensure a productive and
efficient Patent and Trademark Office is to make sure that the at-

mosphere exists to create a true partnership between management
and its employees. Private businesses have been extremely success-

ful because tney have formed partnerships with union organized

employees.
For a partnership to work, however, there must be a balance of

power between the parties involved. Traditionally, the labor unions
in the Patent and Trademark Office have helped maintain a check
on management discretion by advocating for civil service protec-

tions ana bargaining collectively where appropriate. In the last 2

years, management and its three labor unions have formed a part-

nership council and signed an agreement which encourages interest

based discussion over formal negotiations and litigation. Where col-

lective bargaining has not been available, the employees at the Pat-

ent and Trademark Office have enjoyed the protections provided for

them by Congress in title 5 of the United States Code.
Mr. Chairman, there has been testimony before this committee

urging that the status quo should be maintained in the labor man-
agement arena in the proposed Patent and Trademark Corporation.

Unfortunately, the proposed legislation does not accomplish that.

All of the bills would exempt the Corporation from civil service pro-

tections embodied in title 5 without any substitute to check arbi-
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trary actions by management. Thus, employees in the corporation

would be subject to the whim of a chief executive officer who has
been granted unfettered discretion. Layoffs, performance appraisals

and appeals, job classifications, and compensation systems are fun-

damental issues for employees.
These sections of title 5 which have been exempted by the pro-

posed legislation contain some very basic tenets which go to the

heart of the Federal labor management relationship. They create

an atmosphere of fair play and a structure which protects workers
from the arbitrary and capricious actions of an unchecked man-
ager.

Mr. Chairman
;
you have stated previously that it would be bene-

ficial to make the Government—the PTO a Government Corpora-
tion so that it can operate like a business. In any private corpora-

tion, however, there are many mechanisms to prevent management
from making rash and adverse decisions including shareholders
meetings, a board of directors, and oversight by the Securities and
Exchange Commission. In addition, the National Labor Relations
Act provides employees in the private sector with the right to orga-

nize and the right to full collective bargaining over all conditions
of employment including pay and benefit.

The right of employees do not need to be limited in order to

achieve uie goals of the Patent and Trademark Corporation. If it

is necessary to provide the Patent and Trademark Corporation ad-
ditional flexibility to operate without portions of title 5, a simple
and yet effective substitute exists to keep management account-
able. Simply stated, allow the employees collective bargaining
rights over all conditions of employment including wages and bene-
fits.

Mr. Chairman, I'd next like to briefly talk about the second topic

I said I would talk about, and that is the issue of contracting out.

Some of these comments, I believe, echo what our president of
NTEU has said, but I want to go into a little more detail in that
regard.
To me, it's almost self-evident that the Patent and Trademark

Corporation should be required to expend funds in the most prac-
ticable, efficient and cost effective manner. Consequently, we see no
need to allow management the right to contract work out for other
reasons. Federal employees should be replaced only to save the
Corporation time and money. Protecting employees and customers
from misuse of funds can only heighten the validity of this legisla-

tion. Therefore, we would ask that all bills before this committee
be amended to include language that allows contracting out only
when it is the most practicable, efficient, and cost effective method
of performing work.
The third topic I'd like to briefly address deals with language in

the bills regarding advisory board and labor management commit-
tees. From my perspective, all avenues for input from customers
and employees are advantageous to the operation of any organiza-
tion. Consequently, we ask that H.R. 1659 be amended to provide
seats for representatives of the labor organizations on the advisory
board. We also support labor management committees as required
by H.R. 2533.
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The fourth and final topic, Mr. Chairman, that I'd Hke to speak
about, deals with how we would recommend the—^your distin-

guished committee handling trademark funds and management
through legislation. Although trademark applications represent
over 45 percent of the patent and trademark applications filed at
the Patent and Trademark Office, the trademark operation employ-
ees only about 8 percent of the total employees at the Office. Be-
cause the trademark employees are a small part of a much larger
operation, we are often considered an afterthought. The diflFerent

ratios between the application filings and employees requires the
trademark operation business practices to be different from the
patent operation business practices. Moreover, the training of and
qualifications for trademark attorneys differ remarkably from those
of patent examiners. The small, collegial staff of the trademark op-

eration lends itself to a different management approach as well as
different allocations in management resources.
The financial success of the trademark operations should con-

tinue to remain in trademarks to enhance trademark customer
service. Therefore, we support the language in the bills which
would fence trademark user fees for only in trademark operations.

Additionally, it is also important that trademark policymakers
and management be knowledgeable in trademark law. It would be
very useful to maintain policy and management functions within
the trademark operation and maintain these functions separately
from the patents side of the house. S. 1458, Senator Lautenberg's
bill, appears to be the preferable approach in this regard.

In conclusion, Mr. Chairman, Chapter 245 of the National Treas-
ury Employees Union is supportive of a Patent and Trademark
Corporation if the Corporation can maintain and enhance the
rights of its employees. Protection of their rights is paramount to

the success of any legislation to change the Patent and Trademark
Office.

Again, as the red light comes on, Fd like to thank the chairman
and the subcommittee for the chance to present our chapter's

views. Mr. Chairman, please rest assured that we are prepared to

work with you in any way we can to help foster the goals of better
service to the American people.

Thank you.
[The prepared statement of Mr. Friedman follows:]

Prepared Statement of Howard Friedman, President, the Trademark Society,
National Treasury Employees Union, Chapter 245

Mr. Chairman and Members of the Subcommittee, I appreciate the opportunity
to appear before the Subcommittee today on behalf of the Trademark Society, Na-
tional Treasury Employees Union, Chapter 245, to present our position on H.R.
1659, the Patent and Trademark Office Corporation Act of 1995; H.R. 2533, the
United States Intellectual Property Organization Act of 1995; and S. 1458. the Pat-
ent and Trademark Office Reform Act of 1995.
The Trademark Society, National Treasury Employees Union, Chapter 245, is the

labor union that represents the professionals in the Trademark operation of the Pat-
ent and Trademark Office. More than seventy percent of our bargaining unit are
dues paying members of our organization. These members value the importance of
union involvement and participation in their work life.

We would like to empnasize that our chapter of the National Treasury Employees
Union is in complete accord with the positions taken before you by our national
union. We are grateful to the Subcommittee for allowing us to present our special

persjjective as trademark; attorneys on the proposed legislation.
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We understand and appreciate the need for creating change in the federal sector.

There is no question that the employees and customers of the Patent and Trade-

mark OfTice could benefit from a more efficient and cost effective operation. Person-

nel ceilings, space allocation and procurement requirements, and the surcharge on
patent user fees have placed significant burdens on the Office. We, therefore, sup-

port the development of the Patent and Trademark Office as a government corpora-

tion, but only if such development will not decrease the rights and protections of

the employees in the Office. The employees make the Office successful and their co-

operation and satisfaction are necessary components of any successful change in the
operation of the Office.

SIGNIFICANCE OF TRADEMARK REGISTRATION

Mr. Chairman, the American public and business community place great impor-

tance on the registration of trademarks in the United States as a key to the protec-

tion of valuable intellectual property rights. Trademark applications in the Patent

and Trademark Office have increased substantially in recent years. This past fiscal

year alone, applications have increased by twelve percent. Valid trademark registra-

tions are necessary to enforcing counterfeiting laws, preventing infringement of

trademarks and maintaining consumer confidence in the quality of American busi-

ness products and services.

IMPORTANCE OF THE PROTECTION OF TRADEMARK EMPLOYEES

Our bargaining unit members are the attorneys in the Trademark Examining
Groups of the Patent and Trademark Office who decide whether to approve trade-

mark applications for publication and registration, and the interlocutory attorneys

at the Trademark Trial and Appeal Board, who decide motions in inter partes mat-
ters before the Board. The examining attorneys are the first line decision makers
in the trademark registration process. The trademark attorneys in the Office are

highly qualified professionals who have chosen a career in government service in

spite of the financial attractions of the private sector. We have attracted attorneys

from the country's top law firms and law schools. The morale, the integrity, the

independence, and the expertise of the Office's trademark attorneys are vital to the

successful operation of the Trademark section of the Patent and Trademark Office.

Without proper administration of the laws regarding trademark registrations, the

value of the American Trademark cannot be preserved.
Conseauently, Mr. Chairman, it is vital that any legislation to change the Patent

and Traaemark Office from a government agency to a government corporation em-
body accountability, oversight, and checks and balances on those managing such a
corporation. The ability of the employees to successfully exercise their judgment,
produce a quality product, and satisfy the needs of their customers must not be com-
promised. The woncforce must feel empowered to do their jobs without fear of unfair
treatment and reprisal.

We owe it to the Trademark customers to create a Trademark operation that com-
prises one of the most prestigious trademark law offices in the country. Yet the only
way that the federal government can compete with the private bar in attracting and
etaining the best attorneys is to provide working conditions and benefits that allow

or a high quality of life doing meaningful work.
The best way to ensure a productive and efficient Patent and Trademark Office

s to make sure that the atmosphere exists to create a true partnership between
nanagement and its employees. Through partnership, solutions to the pressing
iroblems facing the Office can be crafled in the most cost-effective manner. Private
msinesses have been extremely successful because they have formed partnerships
vith union organized employees. Saturn and Levi Straus are just two examples of

luch corporations.
For partnership to worit, however, there must be a true balance of power between

.he parties involved.

CURRENT STATUS OF LABOR RELATIONS

Traditionally, the labor unions in the Patent and Trademark Office have helped
maintain a check on management discretion by advocating for civil service protec-

tions and bargaining collectively where appropriate. In the last two years, manage-
ment and its three labor unions have formed a partnership council and signed an
agreement which encourages interest based discussion over formal negotiation pro-

cedures and litigation.

Where collective bargaining has not been available, the employees at the Patent
and Trademark Office nave enjoyed the protections provided for them by Congress
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in Title 5 of the United States Code. The employees are protected from political in-

terference, patronage, and arbitrary and capricious actions by management.

CHANGING THE STATUS QUO

There has been testimony before this committee urging that the status quo should
be maintained in the labor-management arena in the proposed Patent and Trade-
mark Corporation. Unfortunately, H.R. 1659, H.R. 2533, and S. 1458 do not accom-
plish that. AU three bills would exempt the corporation from the civil service protec-
tions embodied in Title 5 without any substitute to check arbitrary actions by man-
agement. Thus, employees in the corporation would be subject to the whim of a
Cfnief Executive Officer who has been granted unfettered discretion.

Both H.R. 1659 and H.R. 2533, as well as S. 1458, would exempt the proposed
corporation from certain provisions of Title 5 of the United States Code, specifically

Chapters 31, 33, 35, 43, 45 (except for S. 1458, which doesn't exempt Chapter 45),
51 and Subchapter 3 of Chapter 53. These statutes, however, contain some very
basic tenets which go to the heart of the federal labor-management relationship.
They create an atmosphere of fair plav and a structure which protects woricers from
the arbitrary and capricious actions oi an unchecked manager.
For example, provisions in Chapter 33 restrict nepotism (5 USC 3319) and allow

for appointment of work details (5 USC 3345-3347). Chapter 35 prescribes rules for
retention rights during layofls, mandating management to consider employment ten-
ure, military preference, length of service and performance ratings (5 USC 3502 et

seq.), and mandates restoration of employment for those ordered to active duty in

the Reserves or National Guard (5 USC 3551). Chapter 41 requires each agency to

report and evaluate employee training programs (5 USC 4118). Chapter 43 sets up
a scheme for measuring employee performance, requires notice to employees of per-
formance requirements and promotes a fair appraisal system (5 USC 4301 et seq).

It establishes procedures for impartial reviews of ratings, as well as appeals and in-

spection of performance appraisal plans by the Civil Service Commission. Chapter
45 deals with incentive awards. Chapter 51 legislates a job classification scheme,
setting standards for job classifications (5 USC 5105) and setting up a review of
classification of positions (5 USC 5110). Its purpose is to ensure that the principle
of equal pay for substantially equal work will be followed and that pay wUl be in
proportion to difliculty, responsibility and work qualification requirements (5 USC
5101). It allows the Oflice of Personnel Management to require an agency to con-
form with the standards of job classification in the chapter and change a position
from one class or grade to another when warranted (5 USC 5112). Subchapter 3 of
Chapter 53 not only sets up the general schedule of pay rates but it also sets up
a structure for step increases (5 USC 5331 et seq).

Layoffs, performance appraisals and appeals, job classification, and compensation
systems are fundamental issues for employees. These sections of Title 5, which have
been exempted by H.R. 1659, H.R. 2533, and S. 1458, mandate important tenets of
equity and fairness that are fiindamental to the employer-employee relationship.
Another diminution of employee rights is put fortn in H.R. 1659 Section 3(g). This

section appears to limit rights to impact and implementation bargaining in some of
the areas of working conditions available currently under Chapter 71 of Title 5.

Mr. Chairman, you have stated in your opening remarks that it would be bene-
ficial to make the PTO a government corporation so that it can operate more like

a business. In any private corporation, however, there are many mechanisms to

hinder management from making rash and adverse decisions. Shareholders' meet-
ings, a board of directors and oversight by the Securities and Exchange Commission
provide a structure against unfettered management discretion. In addition, the Na-
tional Labor Relations Act provides employees in the private sector with the right
to organize and the right to full collective bargaining over all conditions of employ-
ment, including pay and benefits.

The rights oi employees do not need to be limited in order to achieve the goals
of the Patent and Trademark Corporation. If it is necessary to provide the Patent
and Trademark Corporation additional flexibility to operate without the constraints
of portions of Title 5, a simple yet effective substitute exists to keep management
accountable. Simply stated, allow the.employees collective bargaining ri^ts over all

conditions of employment, including wages and benefits.

CONTRACTING OUT

It is almost axiomatic to state that a Patent and Trademark Corporation should
be required to expend funds in the most practicable, efficient and cost effective man-
ner. Consequently, we see no need for the flexibility to allow management the right
to contract out work; for other reasons. Federal employees should oe replaced only
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to save the Corporation time and money. F*rotecting employees and customers from
misuse of funds can only heirfiten the validity oi this legislation. Therefore, we
would ask that all the bills before this committee be amended to include lancuage

that allows contracting out only when it is the most practicable, efficient and cost

effective method of performing work.

ADVISORY BOARD AND LABOR-MANAGEMENT COMMnTEE

All avenues for input from customers and employees are advantageous to the op-

eration of any organization. Consequently, we ask that H.R. 1659 be amended to

provide seats for representatives of the labor organizations on the Advisory Board.

We also support labor-management committees as required by H.R. 2533.

SEPARATE TRADEMARK FUNDS AND MANAGEMENT

Although trademark applications represent over 45 percent of the patent and
trademare applications filed at the Patent and Trademark Office, the Trademark
operation employs only about eight percent of the total employees of the Office. Be-
cause the Trademark employees are a small part of a much larger operation, we are

often considered an afterthought.

The different ratios between application filings and employees require the Trade-
mark operation business practices to be different from the Patent operation business
practices. Moreover, although also a type of intellectual property, trademarks are

not patents. The training of, and qualifications for, trademark attorneys differ

maricedly from those of patent examiners. The small collegial staff of the Trademark
operation tends itself to a different management approach as well as different

choices in allocations of resources. The financial success of the Trademark operation
should continue to remain in Trademarks to enhance Trademark customer service.

Therefore, we support the language in H.R. 1659, H.R. 2533, and S. 1458 which
would fence trademark users' fees for use only in Trademark operations.

It is also important that trademark policy makers and managers be knowledge-
able in trademark law. To the extent possible, it would be useful to maintain policy

and management functions within the Trademark operation and maintain these
functions separately from the Patent side of the house. S. 1458 appears to be the

preferable approach in this regard.

CONCLUSION

Chapter 245 of the National Treasury Employees Union is supportive of a Patent
and Trademark Corporation if said corporation can maintain ana enhance the rights

of employees. The success or failure oi a Patent and Trademark Corporation is de-

pendent on its employees. Protection of their ri^ts is paramount to the success of

any legislation to change the Patent and Trademark Office.

Again, I would like to thank the Chairman and the Subcontmiittee for the chance
to present our chapter's views. We are prepared to work with you in any way we
can to help foster the goals of better service to the American people.

Mr. MOORHEAD. Mr. Friedman, would you change places with
Ms. Simmons-Gill, so that she can have the microphone?
Mr. Friedman. I would be delighted.

Mr. MoORHEAD. A little room for her testimony.

STATEMElvrr OF CATHERINE SIMMONS-GILL, PRESIDENT,
INTERNATIONAL TRADEMARK ASSOCIATION

Ms. Simmons-Gill. Thank you, Mr. Chairman.
As you know, I am president of the International Trademark As-

sociation, and it appreciates the opportunity to appear before the

subcommittee today to present its views on the various proposals
relating to the reorganization of the U.S. Patent and Trademark
Office. Like all of the other members of the INTA, I am a volun-
teer.

In your opening remarks this morning, you noted your concern
about the PTO being treated as a sort of second class citizen of the
Commerce Department because of its relatively small size. In my
remarks this morning on behalf of INTA, I would like to speak, as
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Mr. Friedman has, about the second class citizenry of the trade-

mark operation and trademark applicants and trademark owners
in the entire overall structure of the Patent and Trademark Office.

Mr. MooRHEAD. You're at least cousins, though. [Laughter.]

Ms. Simmons-Gill. As you know, and you appreciate because of

all your work in this area, trademarks are of major importance to

a healthy growing economy. Absent legal recognition of and protec-

tion for trademarks, business would have little incentive to invest

the resources necessary to provide consumers with quality goods
and services, and consumers would be unable to easily differentiate

among competing products.
For many companies, their trademark is their most valuable

asset. The Coca-Cola mark, for example, is valued at $39 billion.

The cover of the March 4, 1996, Fortune says it all; 'The Verdict:

Brands Rule." And there is a lengthy article about the value of

brands and a listing of the 10 or 12 most significant brands in the
United States, and it details their economic value.

American business relies heavily on the PTO with respect to the

agency's administration of the Federal trademark registration proc-

ess. The registration system serves the public interest by producing
a record accessible to the public of the world essentially of new
trademark activity, to facilitate the clearance of new marks for use,

determine the registrability of proposed marks, and avoid conflicts

with the rights of others. An efficiently run PTO is also essential

for American competitiveness abroad.
In view of the importance of the Federal registration sysfem to

trademarks, it is essential that the PTO's pubfic notice and trade-

mark examination functions be performed promptly and accurately.

As you know, since 1982, the users of the trademark system have
paid 100 percent of the costs of the trademark operations ofthe
PTO. Not one cent of the general taxpayer money goes to fund the

PTO's trademark operations.

In return. Congress directed the PTO to issue an initial deter-

mination on the registrability of a mark within 3 months of filing

and set an average overall pendency goal of 13 months from filing

of the application to registration or abandonment. Unfortunately,

these pendency goals are not currently being met. The average
pendency to issuance of an initial determination on registrability is

now in excess of 6 months. Within the recent past, it has taken al-

most 3 months simply to get an application from the trademark op-

erations mailroom to the examiners.
Some of the problems faced by the trademark operations, Mr.

Chairman, may be traced to govemmentwide laws and regulations

that make little sense for an agency that is 100 percent user fee

funded and whose workload is driven by external forces; i.e., the

number of applications.

Some of the problems, however, are organizational in nature and
have their root, we believe, in the fact that the trademark oper-

ation is a relatively small portion of the Patent and Trademark Of-

fice. An inability of the head of trademark operations—in this case,

the Assistant Commissioner for Trademarks—to set policy matters
that directly impact on the operations such as labor management,
personnel and budget, and automation issues separate and apart
from the Office as a whole.
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The International Trademark Association has carefully reviewed
the pending proposals that would create the PTO as a Gfovemment
Corporation. We believe, Mr. Chairman, that the bill introduced by
you and Representative Schroeder, H.R. 1659, the Patent and
Trademark Office Corporation Act of 1995, would, if enacted, rep-

resent a substantial step forward in the administration of trade-

mark operations. We believe, however, that from the perspective of

trademark owners, and their place in the world economy, that the
bill does not go far enough. We believe that the time is right for

creating a separate, independent Trademark Office, perhaps even
as a model or a pilot.

There are a number of considerations that support the creation

of a separate trademark office. As noted earlier, the trademark op-

erations represent a relatively small percentage of the PTO, ap-
proximately 10 percent, and as mentioned, approximately 8 percent
of the professional employees. As a result, the concerns and prior-

ities of the trademark operations, whether with respect to person-
nel, automation, legislation, or other factors are virtually always
overshadowed by the concerns and priorities of the much larger

patent operations. Our prepared statement provides some specific

examples as to how this operational reality has impacted nega-
tively on trademark operations. So I will not dwell on the particu-

lars at this time. Suffice it to say, that in our opinion, the current
merger of patents and trademarks in a single agency does not serve

the public interest in ensuring an effective and efficient Federal
trademark system.
Now some may contend that the trademark operations is too

small to stand on its own, but that is not true. With a yearly budg-
et of around $50 million, all funded by user fees, and about 500
employees, the trademark operation is already larger than many
existing agencies and government corporations. And if we look at

the U.S. corporate model, it is a perfect prototype to be a
standalone financial unit with supervised policy supervision. And
given the projected trends in trademark application filings, and the
fact that trademark operations is entirely user fee funded, the fu-

ture financial integrity of any separate trademark office would be
assured.
We also wish to emphasize that the creation of a separate office

will not require any fee increases. The business plan attached to

our prepared statement shows that, even assuming a separate
trademark office would incur some increased costs for computer
equipment, administration and space, the office would still have a
net surplus of almost $9.5 million. Further, and most importantly
over the long term, INTA believes that a separate trademark would
result in a substantially more cost-efficient and effective trademark
operation.
INTA has drafted proposed legislation to establish an independ-

ent Trademark Office and respectfully requests that its proposal be
given serious consideration by this subcommittee during its delib-

erations on how best to reorganize the PTO. Our bill, Mr. Chair-
man, is modeled after H.R. 1659. It would establish a separate U.S.
Trademark Office as a Government Corporation independent of the
Department of Commerce; a Commissioner of Trademarks would be
appointed by the President with the advice and consent of the Sen-
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ate for a term of 6 years. The Commissioner would have respon-
sibility for all governmentwide trademark policy and operational
matters. A nine-member management advisory board would be
formed to provide oversight and g^dance to the agency, and our
assumption, like yours, is that its members would come from in-

dustry and the Government, and we have even suggested that one
member be an employee of the Trademark Office.

The bill would provide the Trademark Office flexibility in em-
ployee compensation, personnel policy, contracting and manage-
ment of office space. Its provision on these subjects mirror those
found in H.R. 1659. Trademark fees would continue to be set ad-
ministratively, subject to fluctuation in the consumer price index
and public notice and comment. The agency would have borrowing
authority to cover certain capital expenses.
We believe, Mr. Chairman, that our proposal would result in a

Trademark Office that is more responsive and more accountable to

the user community and particularly more effective in serving the
rights of trademark owners in an mcreasingly competitive global

economy. In turn, business can be expected to develop greater con-
fidence and loyalty in the Office and help support and nourish it.

The result, we believe, will be a Trademark Office that will offer

more cost-efficient and quality service, a Trademark Office we can
all be proud of
Thank you very much, and I would be pleased to answer any

questions.
[The prepared statement of Ms. Simmons-Gill follows:]

Prepared Statement of Catherine Simmons-Gill, President, International
Trademark Association

Mr. Chairman and Members of the Subcommittee, The International Trademark
Association (INTA) appreciates the opportunity to appear before the Subcommittee
today to present its views on variousproposals relating to the reoi^ganization of the
U.S. Patent and Trademark Office (PTO). My name is Catherine Simmons-Gill, and
I currently serve as President and Chairperson of the Board of INTA. As with all

INTA officers, board members and committee chairs, I serve on a voluntary basis.

INTA is a 117-year-old not-for-profit membership organization. Its membership^
has grown from twelve New York-based manufacturers to over 3,000 corporations,
package design firms, and professional associations in the United States and in over
100 countries. Our members cross all industry lines, spanning a broad range of

manufacturing, retail and service operations. They include small and large busi-

nesses as well as general practice and intellectual property law firms. INTA s mem-
bers, 85 of whom are U.S.-based, own the majority oi America's well-known trade-

marks as well as a substantial portion of all trademarks registered in the PTO.
As we know you appreciate, Mr. Chairman, trademarks are of major importance

to a healthy and growing economy. Absent le^al recognition of, and protection for,

trademarks, business would have little incentive to invest the resources necessary
to provide consumers with quality goods and services and consumers would be un-
able to easily differentiate among competing products. As the U.S. Supreme Court
commented in Park 'N Fly v. Dollar Park and Fly, Inc., 469 U.S. 189 (1985):

Because trademarks desirably promote competition and the maintenance
of product quality. Congress determined that "a sound public policy re-

auires that trademarks should receive nationally the greatest protection

tnat can be given them."

For many companies, Mr. Chairman, their trademark is their most valuable asset.

In a 1995 study published in Financial World, for example, the "Coca-Cola" mark
was valued at $39 billion; the "Microsoft" mark at $11.7 billion, and the "Kodak"
mark at $11.6 billion. The Coca-Cola, Kodak, and Microsoft companies are all mem-
bers of INTA. An article entitled "The Brand's the Thing," published in the March
4, 1996, issue of Fortune, notes that executives at Coca-Cola like to say that "if the
place was, God forbid, obliterated off the face of the earth—blot to, no more bricks
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and mortar—they could walk right over to the bank and borrow $100 billion and
rebuild Coca-Cola in a matter of months, just on the strength of the brand."
American business relies heavily upon the PTO with respect to the agency's ad-

ministration of the federal trademark registration process. The registration system
serves the public interest by producing a record, accessible to the public, of new
trademark activity to facilitate the clearance of new marks for use, determine the

registrability of proposed marks, and avoid conflicts with the rights of others. The
issuance of a trademark registration by the PTO confers upon the registrant valu-

able legal rights, including a presumption that it is entitled to exclusive nationwide
use of the mark as registered.

The grant of a federal registration also has important consequences with respect

to protection of U.S. company-owned marks abroad. In many instances, for example,
the U.S. company's ability to obtain trademark protection in a foreign countryis de-

pendent upon the issuance of a U.S. registration. Thus, an efficiently run PTO is

essential for American competitiveness abroad.

In view of the importance of the federal registration system, it is essential that

the PTO's public notice and trademark examination functions be performed prompt-
ly and accurately. As you know, since 1982, the users of the trademark system have
paid 100 of the costs of the Trademaric Operations of the PTO. Not one cent of gen-
eral taxpayer moneygoes to fund the PTO's Trademark Operations. In return, Con-
gress directed the PTO to issue an initial determination on the registrability of a

marie within three months of filing and set an average overall pendency goal of 13
months from filing of the application to registration or abandonment.

Unfortunately, Congress's desires have not always been realized. Despite the fact

that the Trademark Operations has been funded entirely through user fees for over

a decade, the operation has been beset by numerous problems that have had ad-

verse consequences on U.S. business and consumers. For example, as of January 31,

1996, the average pendency to issuance of an initial determination on registrability

was 6.2 months and overall pendency to registration or abandonment was 16.4

months. This far exceeds the so-called "^la" pendency goals set by Congress. Within
the recent past, it was taking almost three months just to get an application from
the Trademark Operations mail room to the Examiners! The backlog in the Post-
Registration Unit also far exceeds goals.

While the number of new trademark applications increases steadily, the Trade-
mark Operations is unable to increase the number of examiners by a proportionate
amount, despite a surplus of about $18 million in the Operations' fee account and
despite the fact that no general taxpayer money goes into the running of the Trade-
marie Operations.

Further, the trademark automation eflbrt has taken far too long and has cost far

too much. Examiners still are unable to conduct searches from their desks, a capa-

bility which would do much to improve productivity and pendency.
Some of the problems faced by the Trademark Operations, Mr. Chairman, may

be traced to government-wide laws and regulations that make little sense for an
agency that is 100% user-fee funded and whose woricload is driven by external
forces. Some of the problems, however, are organizational in nature and have their

root in the fact that the Trademark Operations is a relatively small portion of the

PTO and in the inability of the head of the Trademark Operations—the Assistant
Commissioner for Trademarks—to set policy on matters that directly impact on the

operation, such as labor-management, personnel and budget, and automation issues.

INTA has carefully reviewed the pending proposals that would create the PTO as

a government corporation. As you know, Mr. Chairman, this is not an entirely new
idea. For several years now, since a 1989 report by the National Academy of Public

Administration (NAPA), there has been considerable discussion and debate within
the intellectual property community regarding the government corporation concept.

Following publication of the NAPA report, INTA established a Government Corpora-
tion Group to review the issue. While taking no position on the merits of the ques-

tion, at that time the Group reported that there were no constitutional or other im-
pediments to converting the PTO into a government corporation.

When this issue resurfaced last year, INTA established a Task Force to re-exam-
ine whether conversion of the PTO into a government corporation would best serve

the interests of the trademark community and to review and comment upon the
pending proposals. We believe, Mr. Chairman, that the bill introduced by yourself
and Representative Schroeder, H.R. 1659, the "Patent and Trademark Office Cor-

poration Act of 1995," would, if enacted, represent a step forward in the administra-
tion of the Trademark Operations. We commend you and Representative Schroeder
for introducing this far-reaching and innovative bill.
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We wish tx) emphasize, however, that INTA is not taking a position on any pro-
posal that would dismantle the Department of Commerce per se. Our only interest
is the improved performance of the Trademark Operations.
To accomplish this objective, we believe that the Trademark Operations must

have the freedom to determine the goals and policies that work best for it and be
responsive and accountable to its customers. The Trademark Operations needs to
have the flexibility to respond quickly to changing requirements and to experiment
with new workplace procedures. It must also nave the means to assure a trained
and motivated work force that is compensated and treated fairly.

In our view, the above goals can best be met by separating patents and trade-
marks into two distinct entities and by creating an indfependent Trademark Office,
INTA believes that the merger of patents and trademarks into a single govern-
mental agency, whatever its legal status, no longer serves the public interest. While
both patents and trademarks fall under the broad rubric of intellectual property, the
similarity ends there.
As you know, Mr. Chairman, the constitutional bases of these two forms of intel-

lectual property are different. While the grant of patents is based on that clause of
the Constitution vesting in Congress the power to "promote the progress of science
and the useful arts," the federal registration of trademarks is based on Congresses
power to regulate interstate commerce. Indeed, the first federal Trademark Act was
declared unconstitutional by the Supreme Court on the ground that Congress does
not have the power under the "patent and copyright clause" of the Constitution to

regulate trademarks. Significantly, the Court said that trademarks have no relation
to invention and discovery as a trademark is "simply founded on priority of appro-
priation." See TradeMark Cases, 100 U.S. 82 (1879). Further, the obiectives of the

f>atent and trademaric laws differ. The patent statute is designed to aavance techno-
ogical progress through the public disclosure of new and useful inventions. The
trademark laws are designed to promote the national economy by encouraging the
production of quality products and reducing the costs to consumers of making pur-
chasing decisions. We question whether it makes sense to vest in one agency respon-
sibility for administering laws whose focus and purpose are so different.

There are other, more practical, considerations that support creation of a separate
Trademark Office. As a result of the fact that the Trademark Operations comprises
only about 10% of the total budget of the PTO, the concerns of the Trademark Oper-
ations and of trademark owners often take a backseat to the concerns of the patent
side of the agency. Because of the disparity of the size of the Trademark Operations
vis-a-vis the Patent Operations, PTO policies are virtually always geared to what
is in the best interests of the Patent Operations. This "one size fits all" mentality
has impacted negatively on the PTO's Trademark Operations. This operational re-
ality persists even though the Trademark Operations receives approximately 40%
of all applications filed with the PTO and despite the importance of the feder^
trademark registration process to the national economy and consumers. For exam-

f>le,
while the technology currently exists to enable the PTO to accept the electronic

iling of trademark applications, which would be of immense benefit to the office and
to the trademark community, INTA understands that this initiative has been put
on "hold" due to technical difficulties relating to the electronic filing of patents. We
don't think this serves the public interest. We also understand that it is often dif-

ficult for Trademark management to secure the cooperation of the PTO's Automa-
tion staff. Patent initiatives always seem to take precedent. Since the Patent Oper-
ations pays 90% of the Automation budget, this should not be surprising.
With regard to labor and personnel issues, the desire of the management of the

Trademark Operations to implement innovative programs in such areas as part-
time employment and work-at-home are frequently stymied by PTO management.
Given the disparity in the relative sizes of the trademark and patent examining
corps and in the professional backgrounds of trademark and patent examiners, it

is often difficult to reach consensus within the PTO, as a whole, on labor and per-
soimel issues.

In this regard, Mr. Chairman, it is important to note that all trademark examin-
ers are attorneys, most of whom possess liberal arts backgrounds. Very few patent
examiners are attorneys; most are engineers or scientists by training. This results
in a clash of cultures within the PTO. There is virtually no interaction between Pat-
ent and Trademark personnel and there are relatively few efficiencies gained from
combining the two examining corps in one agency. A trademark examiner cannot
examine a patent application and a patent examiner cannot examine a trademark
application.

The reality is that the Trademark Operations is a "second class" citizen within
the PTO. We wish to emphasize that this fact is not the fault of any individuals
but simply the inevitable result of the disparity in size of the Trademark and Patent
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Operations. We also wish to emphasize, however, that trademarks are no less im-
portant than patents from the standpoint of international competitiveness; indeed,

in many instances involving, for example, consumer goods like Levi's" jeans, trade-

marks are more important than patents.
" While the Trademark Operations may only represent 10% of the PTO budget, it

is large enough to function independent of Patents. With a yearly budget of around
$50 million, all funded by user fees, and about 500 employees, the Trademark Oper-
ations is already larger than many existing agencies ana government corporations.

Given proiected trends in application filings (i.e., application filing are up 12% this
year over last) and the fact that the Trademark Operations is entirely user-fee fund-
ed, the future financial integrity of any separate Trademark Office is assured. In-

deed, as previously noted, the Trademark fee account has a healthy surplus. Unfor-
- tunately, due to government-wide policies restricting the hiring of new employees,
this surplus cannot now be spent in an effort to reduce the current backlog in the
examination of applications.

The creation of a separate Trademark Office will not require any fee increases.

The attached Trademark Office Business Plan (see Attachment "A") shows that,

even assuming a separate Trademark Office would incur increased costs for com-
puter equipment, administrative staff, and space, the office would still have a net
surplus of almost $9.5 million in 1996. Further, and most importantly, over the
long-term, INTA believes that a separate Trademark Office would result in a much
more cost-efficient and effective trademark operation, thereby providing significant

savings to trademark owners. For this reason, the trademanc community supports
the creation of a separate Trademark Office even at the cost of some short-term in-

efficiencies. If making the PTO independent of the Department of Commerce will

result in operational efficiencies and improved performance, so too will a separate
Trademark Office result in improved performance.
INTA believes the time is right for the creation of a new, independent U.S. Trade-

mark Office and has drafted proposed legislation to that end. We respectfully re-

quest that our proposal be given serious consideration by the Subcommittee during
its deliberations on how best to reorganize the PTO.
Our bill, Mr. Chairman, is modeled after H.R. 1659. It would establish a separate

U.S. Trademark Office as a government corporation independent of the Department
of Commerce. A Commissioner of Trademarks would be appointed by the President,
with the advice and consent of the Senate, for a term of six years. The Commis-
sioner would have responsibility for all government-wide trademark policy and oper-
ational matters.
A nine member Management Advisory Board would be formed to provide over-

sight and guidance to the agency. Eight members of this Board would be appointed
by the President and one member would be elected by the employees of the Trade-
mark Office. In our view, the creation of such a board is essential, given that the
Office will continue to be funded entirely by user fees.

The bill would provide the Trademark Office flexibility in employee compensation,
' personnel policy, a)ntracting, and management of ofiice space. Its provisions on
these subjects mirror those found in H.R. 1659. Trademark fees would continue to

be set a<lministratively, subject to fluctuations in the Consumer Price Index and
public notice and comment. The agency would have borrowing authority to cover
certain capital expenses.

In addition to long term savings and greater operational efffciencies, we believe

that creation of a separate U.S. Trademark Office would also give rise to a greater
sense of professionalism within the office. This would, hopefully, help reduce turn-
over and result in improved quality and customer seivice.

We believe, Mr. Chairman, that our proposal would result in a Trademark Office

that is more responsive and more accountable to the user community. In turn, the
user community can be expected to develop greater confidence and loyalty in the of-

fice and to help support and nourish it. The upshot, we believe, will be a Trademark
Office that will offer more cost-efficient and Quality service. In fact, we believe that
the Trademark Office can be a model for all oi government.
Absent creation of a separate government corporation for the Trademark Oper-

ations, INTA suggests that H.R. 1659 be amended toprovide the Trademark Oper-
ations with operational autonomy within an overall PTO corporation. We believe it

is possible to structure the corporation to consist of two autonomous entities, one
headed by a Commissioner of Patents and the other headed by a Commissioner of
Trademarks. Each Commissioner would be responsible for all aspects of the corpora-
tion's patent or trademark activities and each could pursue separate policies on such
matters as labor management relations. This would lead to some healthy competi-
tion between the two entities that could spur improved performance by both.
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We also believe strongly that, assuming the Trademark Operations remains part
of an overall PTO, it should have its own Management Advisory Board structured
as set forth in our proposal. This would provide a structure to enable the trademark
user community to influence developments within the Trademark Operations. Hav-
ing several seats on a much larger PTO-wide Advisory Board does not provide the
necessary guarantee that the views of those who pay for the Trademark Operations
will be understood and taken into account in the setting of trademarii policy.

We also urge the Subcommittee to amend H.R. 1659*8 audit provisions so as to
enable the Management Advisory Board(8) to select the independent certified public
accountant that will audit the financial statements and to provide that, at least once
every three years, the scope of the audit include a review of the Oflice's fees and
fee structure.

Finally, assuming Congress decides, at this point in time, not to create a separate
Trademark Office, INTA requests that Congress authorize the National Academy of
Public Administration to conduct a study and prepare a report within a time certain
on the desirability of creating a separate Trademark Office.

CONCLUSION

INTA believes that the creation of a separate U.S. Trademaric Office as a govern-
ment corporation would be consistent with the guiding tenets behind the Adminis-
tration's efforts to reinvent government and with the philosophy of bringing govern-
ment closer to those it serves. It will advance the public interest by assuring the
prompt delivery of quality services to the user community and provide the organiza-
tional structure necessary for the corporation to meet the challenges of the twenty-
first century.
We look forward to working with members of the Subconunittee and staff in an

effort to accomplish these important goals and objectives.
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Mr. MooRHEAD. Well, thank you. I want to thank you all for the

very interesting testimony that you have given, and I want to as-

sure you that we are looking for ways, wherever we can, to improve
our bill.

As you know, many of the things that some of you talked about
have already been incorporated rrom our bill into the legislation

that passed the House earlier by the Commerce Committee. So, you
haven't been left out yet.

I would like to ask each one of you, would you support a bill

which would require the PTO to implement the merit system, dis-

Eose of title 5, and also require that all quasi-judicial professionals

e dismissed only for cause? If we did that, would you be support-

ive of the legislation? And I—Mr. Reardon, and Mr. Stem would
also comment about what would be
Mr. Stern. There is no question that that kind of a change is

a change for the better, but I think that the full schedule of title

5 rights and responsibilities really are necessary. You know, you
really can affect the career of a professional very much by just de-

nying a raise, by threatening to take away some of the compensa-
tion. When you are dealing with folks who are $60,000- and
$70,000-a-year folks, their concern is not only for their job, but
their concern is also for their level of compensation and their view
of their future career prospects.

Mr. MooRHEAD. I think that we are all worried about those

things.

Mr. Stern. There are lots of ways of controlling people and ex-

erting undue influence, and I think that the situation is a rel-

atively complicated one in which a simple one-liner probably will

not suffice. But, obviously, it is better to have those protections

than not to have them.
Mr. Reardon. Mr. Moorhead, can I comment?
Mr. Moorhead. Yes.
Mr. Reardon. Our side has long advocated reforms in patent leg-

islation that would promote the success of the system. And our

view on this is that we recognize that there are potential pitfalls.

We also have the optimistic outlook that improvement is worthy to

be pursued. Our concern is that you, as you obviously are, are tak-

ing these into consideration and asking the employees. We've of-

fered suggestions that might be done, although if tney have other

ways of approaching it, thank you for taking that into consider-

ation.

Mr. Tobias. Mr. Chairman, I would just like to say one thing:

that, as I imderstand what it is that you are trying to do, or one

of the main things that you are trying to do with this le^slation

is to increase the efficiency of the Patent and Trademark Office.

Mr. Moorhead. That's one of the things.

Mr. Tobias. One of the major items—^you wouldn't want to do it

if it would decrease the efficiency, I assume that.

Mr. Moorhead. No.
Mr. Tobias. OK. Every single study that has ever been conducted

over the last 10 years about which private sector corporations have
had the most increase in efficiency in their workplace occur in the

context of a labor union representing employees who have protec-

tions, and in that environment, the efficiency and effective-
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ness of the private sector corporations has increased most dramati-
cally. And those protections, those rights, those benefits, are not
provided in the existing legislation. So, we think that, yes, indeed,

it would be wise to provide the right to have a discharge subject

to review, but that's only one small slice of the kind of job protec-

tions that are inherent in the existing relationship and would be
existing if the corporation were truly part of the private sector.

Mr. MoORHEAD. Under 2517, there is an opportunity to bargain
over almost everything.

Mr. Tobias. 2517 of which bills?

Mr. MooRHEAD. H.R. 2517.
Mr. Tobias. Under H.R. 2517—I don't have that one in front of

me, but it is my understanding that it is not as broad as what is

currently in the statute and what is currently available with the
addition of Executive Order 12871. So, that even in the reconcili-

ation language, the right to bargain is not as broad as that existing

today.

Mr. MooRHEAD. Well, what you do get under the House-passed
bill, equal opportunity in recruiting and hiring, equal pay for equal
work, education and training, incentives for excellent performance,
protection against arbitrary actions and favoritism, and protection

for whistleblowing.
Mr. Tobias. As I say, I don't have the language in front of me,

Mr. Chairman, but those kinds of protections are subject to the in-

terpretation, I would assume, of the chief executive officer, and are

those matters subject to bargaining? I mean, that's the issue.

Mr. MooRHEAD. Well, those would go along the lines of what I

would really like. Because I am interested in the comments of each
one of you, and I can't remember everything that each one of you
say, I'd like you to give me one sheet, one page, in which you have
two or three things that are most important to you to be included
in our final package.
Mr. Tobias. I'd be happy to do that, Mr. Chairman. We'd be

pleased to do that.

[See appendix.]
Mr. MooRHEAD. But we kind of see where people go together just

a little bit.

Mr. Tobias. I'd be happy to do that.

Mr. MooRHEAD. I know that one of the big concerns that the two
Congressmen had earlier was that if you didn't have just lots and
lots of supervision you were all going to become kind of dishonest
because you would be subject to all kinds of pressures and moving
in any way that anyone wanted you to. I've never believed that the
Patent Office—maybe I'm naive, but I've never believed that the is-

suance of patents were things that were subject to pressure some-
body in. But you people moved in that direction because of pres-

sure. Maybe I just happen to know the way they did it.

Mr. Stern. We have had inventors go on television railing

against patent examiners who wouldn't give them a patent for a
perpetual motion machine, and they do get publicity via Johnny
Carson and folks like that. And, of course, they also come to the
Patent Office and try to exert their influence in other ways that are
perhaps not as open.
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Mr. MooRHEAD. Well, have you ever had pressure put on you,
any of you that have been in those offices, had pressure of that
kind put on you? I mean realistic. Have you ever fallen for it? I

hope not.

Mr. Tobias. We have a right to remain silent
Mr. Stern. No, we don't need the right to remain silent. The

truth is, we have been the beneficiary of a protected status, and
our current status is a protected status. Examiners at the present
time can only be removed for cause, and the cause has to be speci-

fied and shown.
Mr. MooRHEAD. I assure you that we don't want you to fall for

any kind of pressure from anybody.
Mr. Reardon. Mr. Chairman.
Mr. Stern. By the way—oh, I'm sorry.

Mr. Reardon. The pressure takes many forms, if I could speak
to patent examining for a moment. It is our jobs to handle that
pressure, to carefully judge the record, and we have to face cogent
arguments and see if they have a merit or not. That's one form of
pressure. And, yes, sometimes people face other pressures, and we
acknowledge that protections are useful in preventing us from suc-
cumbing to that.

Mr. MooRHEAD. Well, what we want to do is get rid of some of
the bureaucracy and at the same time make sure that you are pro-
tected against any pressure of this kind, because it would be out-
rageous if you would make your decisions based upon the pressure
that you got. That would be the last thing in the world that anyone
would want, I would hope.
Mr. Friedman. Mr. Chairman, two comments, please.

Mr. MOORHEAD. Yes.
Mr. Friedman. First, on the matter that you have just spoken

about, from the trademarks perspective, when you are deciding
whether or not to approve an application for publication and reg-
istration for Nike or Coca-Cola, or conceivably in the future the
Wizards, you know, you obviously have a lot—the people who apply
for those applications, and hopefully they are looking for registra-

tions, then tney obviously have a lot riding on that small little "R"
and so, therefore, similarly, like on the patents side, when you are
a trademark examining attorney, there are obviously millions of
dollars at stake when you are deciding whether or not to approve
an application for publication and registration. So, I wanted to

make that point.

Secondly, back on the matter that you had raised before and for

which you had solicited a comment from everybody else, I would
echo Mr. Tobias' comments. We would be glad to submit a brief
statement focusing in on the two or three things I guess most im-
portant to us. I would want to say at this time that, while we take
exception to a number of areas in the bill, we obviously welcome
the opportunity to focus in on some of the things that are most crit-

ical to us.

In that regard, let me say, I think one of the overall concerns we
have with the bill is that under any circumstance if we were losing
title 5 rights by itself, or if we were not allowed to bargain collec-

tively by itself, or if there was a CEO by themselves, all of those
issues taken separately are very difficult. The difficulty is
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compounded by the fact that under these bills all of them are cou-

pled together, and so we're faced with a situation currently now
where tnere's a CEO who now has unfettered discretion, we don't

have the right to go through collective bargaining, and we're
stripped of a number of our title 5 rights. So, I'm sure that will be
to some degree a large focus of where NTEU 245 is coming from.
And obviously, we're gratified that the chairman has asked for

those comments and will welcome submitting them.
Mr. MOORHEAD. Just for my own curiosity, I would like to know

approximatelv how many people each one of you represent. Mr.
Stem, out of the 2,200 patent professionals, how many are dues
paying members in your organization?
Mr. Stern. About 900.

Mr, MooRHEAD. And in the—Mr. Reardon, in the PTO society?

Mr. Reardon. Fourteen hundred.
Mr. Moorhead. Fourteen hundred.
Mr. Friedman. And on the trademark side. [Laughter.]
Ms. Simmons-Gill. As we said. [Laughter.]
Mr. Moorhead. Well, you said you were only a little, tiny group.

[Laughter.]
Mr. Friedman. Well, let me tell you how tiny we are
Mr. Moorhead. I thought five or six

Mr. Friedman. On the trademark side, we have, as I said in my
opening comments, 70 percent of our bargaining unit are members,
and that translates roughly to about 130 people, 130 attorneys,

both interlocutory attorneys as well as the trademark examining
groups.
Mr. Moorhead. Mr. Tobias, how about yours?
Mr. Tobias. We have the rest. We have a 70-percent membership

in our union. We represent the non-professionafs, and we represent
those in the trademark society. So, we have the—all of the folks

other than the
Mr. Moorhead. Well, everyone fits into one category or the

other.

Mr. Tobias. Well, the three folks here are elected representatives
of the employees of the Patent and Trademark Office. Mr. Stem
represents the—those in the Patent Examiner Office; we represent
the professionals in the Trademark Office and the nonprofessionals
throughout the PTO.
Mr. Moorhead. On the trademark issue, that's a very important

issue that we're concerned with in this subcommittee. As you know,
we'd like to get—we've been looking into the Madrid Protocol and
we've visited with the people in the European Union and Arpod
Bosch, the World Trade Organization, and so forth, because we
couldn't help but see the situation in South Africa where they
turned out McDonald's because they might have some competition
later on from their own people. It's very obvious that we have to

get that kind of world protection.
At the same time I don't want to—^you know we can make the

bill better for you, and we might make it worse for somebody else.

I don't want to get it to such a point that it can't go any place be-
cause everyone's got a little something to dig at in the bill that
they would like a little better, a little different. I don't know wheth-
er there is anything that we can do to please the first two people
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that testified, but I think there might be for you folks here. And
we're going to try to make the bill as good as we possibly can.

I have a number of questions to ask each of you that would keep
you here for a long period of time, but I want to first ask Ms.
Wheeler if, since there's no one here representing the minority, is

there any question that she would like to have asked?
Ms. Wheeler. I think that if we get the information that the

chairman requested, that would be very helpful. Mrs. Schroeder is

committed to making sure that in any reorganization, there is func-
tional equivalence in terms of the employee rights, that exist today
so that information would be very helpful. We would appreciate
your giving very serious thought to that submission.
Mr. Tobias. Thank you.
Mr. MooRHEAD. There was some concern that was expressed ear-

lier that, if we make this a Grovernment Corporation, it was going
to have the same pressures as if it were a stock-held corporation
that had no desire to meet the needs of the people and the public
in general or the patent applicants in general, and so forth. Do any
of you have any comment on that testimony or how you view the
situation? If it's going to do all the harm that some people seem
to think it was, I would certainly not want it. We're trying to do
away with the cash cow, to be honest with you. They're using the
Patent Office to take off $50 million or more a year that should be
spent building up that Patent Office and using it for other pro-
grams. And its not just the Democrats; the Republicans did it, too.

Mr. Tobias. Mr. Chairman, we represent the people in the Fed-
eral Deposit Insurance Corporation, which is the kind of Corpora-
tion which I assume that you're thinking about trying to create for

the Patent and Trademark Office.

Mr. MooRHEAD. Yes.
Mr. Tobias. We represent the folks there. They do have title 5

protections. We do bargain collective bargaining agreements, and
as a result of that—those folks who deal with billions and billions

of dollars, who have liquidated over $100 billion in the last 6 or 7

years as part of the bsink failures that occurred in the 1980' s—and
we have created a process which I believe has immunized those
employees from the kind of pressure and abuses that Mr.
Rohrabacher was talking about earlier this morning.
Mr. MooRHEAD. Any other comment?
Ms. SiMMONS-GiLL. The International Trademark Association

definitely believes that the concept of a Government Corporation
for the Patent and Trademark Offices is way overdue. That is, it

is ideally set up to, since it is totally self-funded, to operate inde-
pendently of large governmental institutions to the extent of its op-
erations. Although we do understand that for its policies it should
take appropriate guidance from the Government, which would hap-
pen in a Government Corporation. So, we are in full support of the
notion of a Government Corporation. We are, as you know, extraor-
dinarily concerned about the potential and continuing neglect of
the trademark operation.
Mr. MoORHEAD. What I'm going to do is to present you with a

group of written questions and ask you to give us your comments
on them in writing. I hope we can get them by tne end of next
week. And they are directed specifically at the specific members,
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even though I will give you a package that goes to everyone. If you
have comments about any of the other questions than those that
are specifically asked of you, give your comments there also.

The ranking member, Mrs. Schroeder, apologizes for her absence.
She was required to be at the Pentagon. Without objection, her
written statement will be made a part of the record in an appro-
priate place. And I can assure you that she is just as interested in

these issues as I am, and we will be working very closely together
to protect your rights and those of the patent applicants and those
of the public as we go forward with this legislation.

Thank vou all very much for coming, and I'm sure that our staff

will get those questions. They're available over here. So that you
can have them right now.
Mr. Tobias. Thank you.
Mr. MoORHEAD. Those responses will be made a part of the

record.

[See appendix.]
Mr. Tobias. Would you
Mr. MooRHEAD. We will close the record on Friday of next week.

So if you have things that you would like to tell us, believe me,
these will be looked at.

Mr. Tobias. Would you like us to submit our suggestions, the
one-page suggestions to

Mr. MOORHEAD. Put your questions along with them.
Mr. Tobias. They should be part of these responses?
Mr. MooRHEAD. They should be.

Mr. Tobias. OK, fine. Thank you.
Mr. MooRHEAD. Thank you. The subcommittee is adjourned.
[Whereupon, at 11:43 a.m., the subcommittee adjourned.]
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National Aaaociation
of Manufacturora

SqKcmber 13, 199S

The Hononble Carlos J. Moorhead

Chairman. Subcommittee on Couiu and Intellectual Pn^wrty

Committee on the Judiciary

U.S. House of Re{>resentatives

B-31S Raybum House Office Building

Washington, DC 203 IS

Dear Mr. Chairman:

As the Couru and Intelleaual Property Subcommittee considers the future of the

Patent and Trademark Office (PTO), I want to communicate to you and other Subcommittee
- membc % the position of the National Association of Manufacturers.

The NAM fivon the establishment of the PTO as an indqxndent government

corporation, generally along the lines proposed in your bill H.R. 16S9. An NAM statement

to this effect is attached. We believe this approach would result in a PTO that is more
flexible and responsive to users' needs. Further, the NAM'S suppon for a PTO corporation

is long-standing and independent of current efforts to dismantle the Commerce Department.

Our siqipott for a PTO corporation is in large part based on our goal to end the

diversion of PTO user fees to the general revenue fund. The collection of PTO user fees

beyond that necessary to support the PTO's own operations is essentially a tax on innovation.

As such, it constitutes singularly poor public policy and should be ended as quickly as

possible. Sections 1 13 and 202 of H.R. 16S9 would end this pernicious practice, and we
enthusiastically support these provisions.

Given the continuing tension between intellectual property and antitrust law, we
believe it unwise to house the PTO in the Justice Department as proposed in H.R. 17S6.

Similarly, the NAM cannot support the Senate's recent proposal in iu bill S. 929 to roll the

PTO into a hodgepodge "patent, trademarks and standards" entity.

The NAM appreciates your leadership on this issue and looks forward to working

with you. We respectfully request that this letter and the attached statement be made part of

the September 14, 199S, hearing record.

Sincerely,

MtiMitseturing M»k»t Anmriea Strong

1331 PtfintyNmtia Avtno*. NW. Suit* tSOO North To»f. W—tmgnn. DC 2000* 1790' 12021 637-3144 • '-'• I909I 637-3182
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of Manufacturers
J^Jf^P ^LjM National Association

Establishing the PTO as a Government Corporation

The National Association of Manufacturers supports the concept of establishing the U.S. Patent

and Trademark Office (PTO) as an independent agency having the authority of a government

corporation. Such an agency should include the following features, among others:

• authority for the PTO to borrow money by issuing bonds;

• increased flexibility, similar to that of a private corporation, on matters such as

personnel policy, salaries and contracting for services;

• appointment of a chief executive officer for a fixed term of years;

• establishment of a board of directors or advisory board whose members would be

users of the PTO from the private sector; and

• close Congressional oversight of PTO user fees and operations.

• all PTO user fees collected are retained by the PTO for its own uses.

— Adopted bf the NAM IiUelUetual Property Task Force oh September 9, 1992 —

— Reviud and reaffirrned by the NAM InteUeetual Property Subcomndttee on June 12, 1995 —
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American Intellectual Property Law Association
2001 lEFFERSON DAVIS HIGHWAY, SUITE 203, ARUNC70N VIRGINIA 22202-3694

FOR IMMEDIATE RELEASE CONTACT: Diane Chapin
(703) 415-0376

(301) 983-1698

BAR ASSOCIATION ENDORSES PRIVATIZATION OF PATENT OFHCE

Privatizing the U.S. Patent and Traden:\ark Office (PTO) wall aeate a more

efficient patent and trademark system, provide inventors with better services, and hold

down fees, a leading bar association testified today.

Speaking on behalf of the American Intellectvial Property Law Association

(AIPLA), Executive Director Michael Kirk testified today before the House Court and

Intellectual Property Subcommittee. AIPLA's 9,400-members practice patent, copyright,

trademark and other forms of intellectual property law.

The House subconunittee is considering H.R. 1659, a bill that would turn the PTO

into a wholly-owned government corporation overseen by an 18-member advisory board

that would report annually to the President and specified congressional committees.
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2 -KIRK

The legislation was introduced last May by Subcommittee Chairman Carlos

Moorhead (R-CA).

The administration also has been working on a bill to transform the PTO into a

government corporation, but has not yet officially released a draft.

In his testimony. Kirk pointed out the PTO is a perfect candidate for privatization,

meeting the requirements set forth by President Harry Trumjm. Truman said a

government corporation must:

— have programs predonunantly of a business nature;

— be revenue-produdng and potentially self-sustaining;

— have programs that involve large numbers of business

transactions vnth the public.

Kirk enumerated the many advantages of making the PTO a private corporation:

The PTO would no longer have to ask congressional permission to sp>end

monies it collects under the PTO surcharge fund. This is money paid by inventors but

put into a separate surcharge fund controlled by the congressional appropriations

process. Each year since 1992, millions of dollars of surcharge funds have been diverted

to fund non-PTO functions, depriving inventors of services they paid for.
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It would exempt the PTO from artificial reductions that make no sense in

a revenue-produdng agency. For example, headcount restrictions force use of contract

labor which saves no taxpayer revenues and drives up prices users mvist pay.

It would allow the PTO to contract for people, space and printing and

develop new information technology at competitive rates v^nthout government red tape.

It would insulate the operation from micromanagement by government

bureaucrats and free the corporation from unnecessary regulatory interference.

These many advantages would allow the Patent and Trademark Office to operate

at peak efficiency and by restraining costs, would help the creative community,

espjecially independent inventors who are so important' to American competitiveness.

Kirk said.

While strongly endorsing H.R. 1659, AIPLA's testimony also f>ointed out some

changes needed in the bill, including greater flexibility in the setting of fees and greater

freedom to offer a competitive salary to the managers of the PTO.

Kirk went on to say that AIPLA could not support the admiiustration's draft

proposal to create "The United States Property Organization Act of 1995."
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Kirk said that while AIPLA does not object to the administration plan to continue

the PTO in the Department of Commerce or to create the position of an Under Seaetary

of Commerce for Intellectual Property, the top manager of the PTO should not be subject

to the policy direction of the Under Secretary.

This continuation of government oversight and division of tasks would seriously

disrupt the PTCs operations, he testified. In addition, without an advisory body of

patent and trademark system users to oversee the operation of the office, AIPLA finds

the administration plan unacceptable.

Kirk also commented on H.R. 1756, The Department of Conunerce Dismantling

Act," which would transfer jurisdiction over the PTO to the Department of Justice (DOJ).

Kirk said that, "If the PTO is to continue to report to a cabinet level official, it

should not be in a department where the needs of the PTO would be diluted by

competing interests within that department." He noted ihat another proposal calls for

the PTO to be transferred to the Treasury Department and encouraged legislators to look

for equally appropriate places for the PTO to reside.
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Patent ani olra&Emark ®fficc ^ncictg
P.O. BOX 2089 • ARLINGTON, VIRGINIA 22202

Mr. Moorhead:

Since your introduction ot HR 1659 on May 17. 1995. the Patent and Trademark

Oftue Society (PTOS) has enjoyed working with you and your staff on legislation affecting

the patent and trademark systems. Thank you for welcoming our testimony before vour

subcommittee on the proposed corporatization of the PTO

As shown by the overflow crowd on February 29. 1996. the PTOS membership wa.s

excited to hear you speak about your career, intellectual propeny and corporatization We

are trul\ grateful for this effon on our behalf and we missed \our compan> at the luncheon

following your speech

This effort, your history of fighting for the PTO. and the open way you have

conducted the legislative process have proven your concern for the PTO employee and the

intellectual propeny system The PTOS appreciates your sincere interest in the Patent and

Trademark Office and its employees.

Attached are our answers to the questions posed after our testimony of March 8. 1996

on HR 1659 and HR 2533. We have answered your three questions as fully as possible and

hope that you find this information helpful in understanding the PTOS perspective on HR
1659 and in guiding the challenging deliberations ahead.

We look forward to working with you and your staff on other intellectual propert>

legislation during the remaining session.

Sincerely.

I
Elizabeth Dougheny Timothy Reardon

i President Coneressional Liaison

Dedicated to the improvement and appreciation
of the United States Patent & Trademark Systems
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To; The House Judiciary Committees Subcommittee on Couns and Intellectua' Propeny

Date: March 15. 1996

Re: Answers to the Questions for Panel 1 of March 8. 1996 concerning HR 1659

and HR 2533

The PTOS provides the following answers to the three post-testimony questions.

14. There are currently 1832 dues paying members in the Society, composed of 1402

active members and 430 associate members. Active members are those dues paying

members who are currently employed at the PTO Associate members are those dues paying

members who do not currently work at the PTO and include patent and trademark

practitioners, federal judges, and all other professionals engaged in work related to procuring

patents or trademarks for others.

15. Insofar as we have not analyzed all of the ramifications of HR 1659. have not taken

a position on several of its sections, and have pre\ iously stated certain concerns with the Bill

in its present form, we do not support the current version of the Bill However, we are

encouraged that H.R. 1659 successfully addresses much needed reform For instance, the

Bill ensures that the PTO has adequate funding, staffing and resources.

While we do not endorse H.R. 1659 in its current form, the following three changes

would significantly improve the Bill.

• Removal of employees only for cause must be included in the Bill to protect

impartial quasi-judicial decision making in the granting of patents and

trademarks.

• The Bill should use the GS pay scale as a base level of saiar\ compensation.

while allowing the corporation to supplement this base compensation. Using

the GS pay scale as a base level would satisfy employees that their salaries



294

Page 2. PTOS

would not decrease and would give the corporation the option to offer higher

wages to attract and reuin competent employees.

• The Advisory Board must be given authority to directly check and balance the

actions and decisions of the Commissioner. For example, we suggest

providing the Board with a 2/3 vote override capability to curb fundamentally

inappropriate actions.

16. The PTOS can speak only for its membership, not the general PTO employee. Our

analysis of H.R. 1659 did not address the likes or dislikes of PTOS members toward the

provisions of Title 5 as a whole, so we can not directly answer your question. However, we

have addressed the Title 5 exclusions above in our answer to Question If 15 and more fiilly in

our wrinen sutement presented to the Subcommittee on March 8, 1996.
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x\SSOCld.LlOIl Post office Box 2745. ArlingtDn.Virginia 22202

March 15. 19%

The Honorable Carlos J. Moorhead. Chairman

Subconmiinee on Couns and Intellectual Propern-

Committee on the Judiciarv-

2138 Ra^'bum House Office Blt^

Washineton. DC. 20515

Dear Mr. Moorhead.

Thank > ou for giving as the opporrunin to present our interest.*; and concents

regarding the proposed reorganization of the Patent and Trademark Office. In accordance

with your request, we ha\c attached our ans\%ers to the questions posed at last Friday's

meeting.

In addition, you asked that we specif>' the most important provisions we believe need

to be included in any bill to make the PTO a goN-emment corporation. The direaion our

membership wishes to take is relati\-ely simple. Let the PTO corporation ha\e relief fixxn

FTE ceilings, let them keep the fee mone>-. let them have freedom in buvirw or leasing

buildings, but don't disturb our civil service rights. We believe the best couree of aaion is to

maintain the stams quo b\' being silent on personnel matters. That means deleting Sections

103 (e) and (g) in H.R. 1659 and the equivalent in the other bills.

Seccmdly, vve believe that employees ha\'e a significant concern about the quality of

our examination system. Coasequently. any section that focuses on setting performance

standards based on productivity, cycle times, efficiency, and customer satLs^ion must be

balanced by an equivalent expres.sed concern for quality and the public interest. We believe

that you can utilize the pride and professionalism of our patent professionals to safeguard

quality and the public interest by providing for the negotiability of performance evaluation

sv-stems and pcrfomiarKe standards.

Sincerely,

Hn^
r

'

Ronald J. Stera Pie>ident

Patent Office Professional Association

Tel. (703) 308-0818

/';iT.'.\-!.r'7.i/ Kin'n.'fvriuticn fcrRitcnt ftt>ft.'S!;K?/;at
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Response to Questions Asked of Ron Stem by the House
Subcommittee on Courts and Intellectual Property

Out Of the 2200 Datent professionals at the pto, how many are dues paying

members of your union?

Answer: about 900 patent professionals

Further explanation:

It is widely known that POPA, as a federal employee labor union

with exclusive recognition, has a statutory duty to represent all members

of the bargaining unit equally, reganJless of w^iether or not they pay dues.

We have scrupulously followed the law in this regard, and even distribute

our newsletter to all, regardless of dues paying status. Under

circumstances in which virtually all services are provided without a

requirement for paymoit, it is not clear to some employees why they

should pay dues.

Our organization is primarily intended to provide representational

services to non-managerial patent professionals. It does not provide the

social, entertainment, or educational services that constitute the reasons for

joining the Patait and Trademaric Office Society.

In prqjaration for these hearings, we conducted two large group

forums in Sqjtember, 1995, inviting all employees, regardless of dues

paying status, to attend. We also conducted a survey of all interested

bargaining unit members so that we could accurately convey the opinions

and concerns of a broad spectrum of patoit professionals.

The results of that survey were communicated to the Subcommittee

in October and again on Fdbmary 29, 1996. We hope you will study the

results of that survey, since it contains the answers to many of the other

questions you have asked.
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in vour testimony you argue that removing the PTO from Title 5 would
make employees vulnerable to undue political pressure because an
unsuccessful patent applicant may exert pressure by complaining to their

supervisors. Don't you think that the user community, the advisory board
and the congress are a check on the political appointment process like we
are with other government corporations? is it your beiief that the
congress and especially this committee would sit by and let there be
appointed a do-nothing rubber stamp advisory committee?

Answer to First Question: No
Answer to Second Question: YeS

Further explanation:

In our September 1995 survey (question 10), 64% of the patent

professionals said that their quasi-judicial decisions may be compromised

if the PTO corporation eliminates civil service protections.

The user community, the advisory board, and Congress are all

groups designed to exert political influence; their role is not to insulate the

PTO from political pressure. To suggest that Congress will insulate

examiners from political pressure, is to believe that the fox should guard

the hen house.

Not all political influence is bad. We recognize that the political

process is the primary instrument by wWch we ensure that the needs of

stakeholders are met. It is not a substitute for the case-by-case policing,

auditing and appeal functions that our society uses to maintain the

integrity of its institutions.

The testimony of Representative Rohrabacher and Representative

Hunter show that even MeiTibers of Congress believe that statiiton'

protections for patent professionals at least equivalent to those provided

by Title 5 are needed to protect the integrity of the patent system.
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A report issued bv the General Accounting Office in December, 1995, states

that of the 22 existing government corporations, 10 are not statutorily

subject to Title 5. in your opinion, are all of the employees of almost half

of the existing corporations unprotected and in fear of their jobs? Dont
you think we might have heard something by now?

Answer to First Question: No
Answer to Second Question: No

Further explanation:

In our September 1995 survey (question 12), 80% of the patent

professionals said that if their civil service rights are taken away, they will

not feel free to voice their concerns about PTO polic\' or how the PTO
operates.

We will be in fear of losing our jobs under the conditions of the

proposed legislation. Obviously, people who fear for their jobs do not run

around and make it known.

The issue is not whether all employees who are "at will" employees

are in fear of their jobs, but whether am- are in fear. Certainly, the

subcommittee does not want to condone the concept that it is OK to

intimidate employees so long as only a few are corrupted.

The implication in your question that employees in half of all

government corporations are unprotected because they are exempt from

the key economic provisions of Title 5 is misleading. First, the three

largest organizations provide significant employee protections through the

mechanism of flill scale economic bargaining. This includes: the TVA,
Amtrak and the FDIC. These organizations also provide significant

employee protections through grievance procedures and contractually

established limitations on removal of employees.

Some of the corporations don't even have employees and thus don't

need employee protections. In particular, the Federal Financing

Corporation and the Resolution Funding Corporation, have no paid

employees at all; their ftinctions are performed by employees of other

agencies.
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Furthermore, other corporations are so small that one would expect

the culture to be radically different than in a 5000+ person organization.

One such corporation, the NGJA Central Liquidity Facility, has only 1.5

full time equivalent positions. The African Development Foundation with

54 positions, and the Rural Telephone Bank with only 10 borrowed

employees are just not comparable organizations. The U. S. Enrichment

Corporation has a budget in the billions but a staff of only 77.4 full time

equivalent employees. It is my understanding that virtually all functions

have been contracted out.

There is no government corporation in the list of exempt

corporations in vAuch the employees are administering a sovereign power.

4. AS you know, the First Amendment always gives you the right to petition

congress, you and your union have been very outspoken on the
legislation before us, and i urge you to continue communicating with us.

wouldn't you continue to advise congress on any perceived abuses or
policy guideline breaches by a new pto to aid us in our necessary
oversight duties over the pto? Doesn't this help to provide a check along
with input from users and the advisory board?

Answer to First Question: No
Answer to Second Question: No

Further explanation:

In our September 1995 survey (question 12), 80% of the patent

professionals said that if their civil service rights are taken away, they will

not feel free to voice their concerns about PTO policy or how the PTO
operates.

The first amendment may give us the right to speak to Congress

but. Title 5 gives us the right to keep our jobs without pay penalties

while exercising our first an^idmait rights. Key provisions are those

dealing with layoffs and those p^taining to classification and pay.

Statutory guarantees against retaliation for wWstle blowing are not

sufficient to protect employees. Most retaliation takes the form of an
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attack on the competence of an individual which is said to be independent

of the disclosures made by the employee. To protect emplov ees ft^om

such retaliation, an employee must be able to defend himself by a mere

showing that he performs his job capably and not be required to meet the

higher standard of proving the motivation of his bosses. Without a

stamtory guarantee against arbitrary layoffs, unwarranted decreases in pay,

or mere failures to fairly promote, enforceable by an individual in a

judicial or administrative procedure, an employee would put his economic

fumre at risk by communicating anything that would embarrass his

supervisors.

Congress is not organized and does not have the resources to

address individual situations on a routine basis. If the subcommittee

wants to tackle such activities we have about 50 cases we can start with.

Unless there is a dramatic pattern of abuse. Congress is not expected to

de\ote resources to investigate and correct individual situations.

We are disappointed in the past responses of the subcommittee to

potential abuses that we have brought to your attention. In the mid 1 980's

we alerted the committee to the excessive costs inherent in the program to

computerize our patent database. Many hundreds of millions of dollars

could have been saved by simply delaying the project and relying on the

paper files for a few more years. As it turns out, the PTO still relies on

the paper search files for most of its woric (and thus has had to expend the

resources to maintain them anyway) and the computer system is still not

sufficiently effective to allow elimination of the paper files.

Last year Congressman Rohrabacher alerted Congress to the fact

that the PTO intended to significantly cut back on the amount of

reclassification work that was to be done. Failure to maintain an adequate

reclassification effort can jeopardize our ability to do a complete search in

a reasonable amount of time. We know of no action taken by the

subcommittee in its oversight role.

Currently, you have been made aware of the PTO's failure to

classify and place new foreign patents in the examiners' search files.

Failure to provide examiners with ready access to the foreign patents

constitutes a violation of our treaty obligations under the Patent
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Cooperation Treaty concerning the minimum documentation that will be

searched. We believe that this is the kind of problem for which your

subcommittee could craft a solution. We will be interested in hearing

your evaluation of this problem and seeing what type of solution you can

craft.

one of the biggest complaints of Title 5 protections is that they comprise
an inefficient, one size fits all system which cannot be molded to fit

different types of agencies, under the merit systems principles in section

2301(b) of Title 5, which would have to be incorporated in guidelines

adopted by the new PTO under the House-passed H.R. 2517, employees
would be afforded the following protections:

(1) equal opportunity in recruitment and hiring

(2) equal pay for equal work
(3) education and training

(4) incentives for excellent performance
(5) protection against arbitrary action

(6) protection for whistle-blowing

The Equal Employment opportunity Act would also apply, so the current

Title 5 protections would not be placed exclusively in the hands of the
commissioner, as you state in your testimony, but rather the principles

incorporated in Title 5 would by law be required to apply to the PTO. The
only difference with the PTO implementing these principles instead of

subjecting the Office to Title 5 procedures is that we remove the
bureaucracy of opm and the Department of commerce from the process.

This helps management and employees because every organization is not

the same and specific guidelines can be adopted which are molded to fit

the PTO's special functions. Why isn't this a good idea?

Answer: Patent Professionals need to have enforceable

statutory protection

Further explanation:

In our September 1995 survey (question 13), 88% of the patent

professionals said that the position of Patent Office Professional

Association should be that PTO enployees maintain statuton rights

equivalent to Title 5. Only 5% (question 14), said that the Patent Office

Professional Association should support H.R. 1659.
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This is another proposal to have the fox guard the hen house. If the

head of the organization gets to determine if his oun actions conform to

the merit system principles, no meaningful protection is provided.

However, if Congress were to direct that enforcement was to be by neutral

third parties, such as judges or arbitrators, on a case by case basis, the

protections would be quite meaningful.

The question also assumes that the bureaucracy at 0PM and the

Department of Commerce impede the operations of the PTO. On balance,

it has been our experience that these organizations are more helpful than

not. Most actions taken with respect to, or advice gi\'en to, the PTO are

appropriately tailored to the PTO's needs when those needs are properly

explained.

Representative Hunter, Representative Rohrabacher and

Representative Chrysler agree with patent professionals that specific

guidelines for protecting patent professionals need to be by statute. H.R.

25 1 Ts subjective requirement of "consistent with" the merit principles in

section 2301(b) of Title 5 is by no means an enforceable statutory

guarantee. If bureaucracy is a problem, then fix the bureaucracy via

traditional congressional oversight. Do not threaten the integrity of our

country's intellectual property system for purposes of experimentation or

because of failure to exercise proper congressional oversight.
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There is a widespread belief throughout this congress and this

Administration that the current civil service system no longer adequately
responds to the needs of federal employees or management. Your
testimony states that you cannot imagine a better system than the
current one. who else holds this view?

Answer: Senate Committee on Governmental Affairs,

Representative Rohrabacher, Representative Hunter,

Representative Chrysler, small inventors, small

businessmen, universities and more members of

Congress, in both houses and on both sides of the

aisle, think this system is better than what is

proposed in the PTO corporation bills.

Further explanation:

In our Sqjtember 1995 survey (qu^tion 13), 88% of the patent

professionals said that the Patent Office Professional Association should

oppose any bill wWch does not maintain civil service rights at least

equivalent to those under the present Title 5 statute.

As you recognized in the prior question, the complaint about 4he

current civil service system is that govemmait wide rules do not $

necessarily meet the diverse needs of the many different federal activities.

But the inadequacies of the civil service system with respect to

organizations other than the PTO is really irrelevant.

What we must look at is uliether the civil service system has

defects with respect to our operation at the PTO. Although there is much
talk about the need for flexibility, no specific inadequacies have been

identified at the PTO, excq)t as to the need to be fi^ ftx)m FTE
limitations and the need to retain within the PTO the fees paid by our

customers for our services.

The only witness who has provided specifics as to problems faced

by the PTO is Harold Seidman of The National Academy of Public

Administration. Each of his specific allegations of deficiency has been

analyzed in my writtai testimony. Our conclusion is that the employees'

civil service protections have not inpeded managemoit's ability to
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manage. Nor have those protections provided tolerance for poor

performance. Nor have those protections curtailed management's ability

to hire and fire employees, or pressure employees to do more work.

The "one size fits all" complaint does not appK' to patent

professionals because the PTO has already customized the system to meet

its own needs. The PTO already has appropriate "direct hire" authority

for examiners. The job classification scheme for patent anomeys. patent

examiners and patent classifiers, covering the GS-1220 to GS-1226 series,

was custom designed for the PTO. More than five special salar>' scales

have been constructed for the PTO. Special performance appraisal plans

have been established that measure time to tenths of hours (i.e..

increments of six minutes). There is no need for additional flexibility.

The principal impact of the proposed legislation on personnel

management is not to provide needed flexibility, but rather to eliminate

oversight.

It is not true that I testified that I could not imagine a better system

than the current one. We definitely believe that there are worthwhile

improvements that should be made. For example, performance appraisal

systems and performance standards should be made negotiable items. It

would also be wise to incorporate the provisions of E.O. 12871 on labor

management partnerships into statute.

Effective protections need to be established by 5/am/e. H.R. 1659,

H.R. 2517 and H.R. 2533 do not provide a better 5/cf/i//on' system than

the present Title 5. Representative Hunter, Representative Rohrabacher

and Representative Chrysler agree that patent professionals perform a

unique core governmental function, the performance of which is not

adequately protected by statute in any of the PTO corporation bills.
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7. Why do you favor a pay scale that is capped well below what would be
authorized under h.r. 1659?

Answer: We favor published pay scales based upon

comparability with the private sector coupled with

fair and objective placement on those scales

Further explanation:

H.R. 1659 provide a slightly lower pay cap than current law

because it limits base pay to Executive level III. Current law merely limits

total compensation to Executive level I, as does H.R, 1659.

At present, the highest paid members of the bargaining unit (and

there are only two) are on what is called a "saiior level" pay scale. By

0PM regulation, senior level pay may extend all the way up to the rate of

basic pay for level IV of the Executive Schedule.

Of course, pay is more important than pay caps. Under the proposed

legislation, the possibility of higher pay is offset by the possibility of

lower pay. Control over pay is placed in the hands of the CEO with no

substantive checks and balances.

But even pay itself is not the nwst important factor. In our

September 1995 survey (question 4), 82% of the patent professionals said

that they are not willing to risk their civil service protections for the

possibility of higher pay.

H.R. 1659 does not provide protection against abuse or mistake.

H.R. 1659 does not provide pay scales which are fairly and objectively

tied to performance. H.R. 1659 allows for lower pay as well as cronyism.

Patent professionals have repeatedly asked that the present pay system at

least be treated as a floor, if the true intention is to pay us more.
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on page 14 of your testlmonv, vou list 8 aspects of the current civil service

system which provides so-called flexibility to pay people more. But they

apply in very specialized circumstances and most require omb, opm and/or

pay agent approval. Further, the rewards for successful performance are

capped at a low 10-20% of salary, is this true flexibility? Dont the

employees of the pto deserve better?

Answer to First Question: YcS

Answer to Second Question: YcS, PTO employees do deserve

better from management

Further explanation:

In our September 1995 survey (question 3), 79% of the patent

professionals said that they believe they will receive the same or less pay

in a PTO corporation than presently.

Also, in our September 1995 survey (question 1 1),69% of the

patent professionals said that they feel production requirements for awards

will increase.

The current system provides PTO management the option to pay

PTO employees more for a large range of circumstances. This is true

flexibility. There is nothing in the proposed legislation that would induce

management to be more likely to pay professionals more than is currently

paid.

The PTO presently requires 130% work effort for the possibility of

getting a 9% award. The subcommittee has characterized rewards for

successful performance in the range of 10-20% as low. We would

welcome the subcommittee's help to induce the PTO to use its existing

authority to pay higher rewards for successful performance.

We are unaware that the need to get OMB or OPM approval should

be characterized as a problera We know of no instance in which a PTO
request for permission to pay higher salaries has been turned down.

Employees deserve statutory assurance, enforceable in a court of

law, of equal pay for equal work. Employees deserve statutory assurance,

enforceable in a court of law, of pay comparable to that paid in the
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private sector for comparable work. Employees deserve statutory

assurance, enforceable in a court of law, of placement in a pay scale on

the basis of fair and objective criteria.

Our customers, including applicants, competitors, and the public,

deserve a pay system that will maintain a woiicforce that is technically and

legally competait to exercise the sovereign power of granting

Constitutionally established rights to intellectual property.
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International Trademark Association

1133 Avenue of the Amencas, New York, NY 10036-6710 USA

Telephone: 212-768-9887 Fax: 212-768-7796

March 15, 1996

Honorable Carlos J. Moorhead VIA HAND DELIVERY
Chalrmem
Sxibcommittee on Courts

and Intellectual Property
Conimittee on the Judiciary
U.S. House of Representatives
Room B-351A
House Raybum Office Building
Washington, D.C. 20515

Dear Mr. Chairm£Ui:

On behalf of the International Trademark Association (INTA) , I have
set forth below responses to the written questions submitted at the
conclusion of the March 8, 1996, hearing on H.R. 1659 euid H.R. 2533.

Question 1 . what's wrong with a combined Patent and Trademark
Office? Do you feel that trademark applicants have been ill -served under
the present combined structure?

Response to Question 1. As detailed in our prepared statement, a
combined Patent cmd Trademark Office (PTO) does not take into account the
unique needs euid particular interests of the PTO's Trademark Operations
and of the trademark community in general. For example, while the
technology has long been in place to permit the electronic filing of
trademark applications, this initiative has been stalled due to problems
with related patent automation projects. Moreover, procurements for
technology purchases are tied to the needs of the Patent Operations; the
special automation requirements of the Trademark Operations are secondary
to those needs. In the area of rule changes, trademark management
frequently is stymied in implementing new rules due to the PTO's desire
for uniformity and concern for the impact of any chamges on the Patent
Operations.

The adoption of PTO-wide policies with regard to labor/management
relations and personnel issues also has disadvantaged the Trademark
Operations. Due to differences in the work performed and in the size and
demographics of the two examining corps, personnel policies that are
appropriate for the Patent Operations often do not make sense vis-a-vis
the Trademark Operations. An agreement or resolution acceptable to
trademark management and the iinions that represent trademark employees
may be nixed if the impact on the Patent Operations is negative. Thus,
trademark management often is unable to estedalish and implement the
policies and practices it believes are best for its employees. INTA is
also aware that trademark fees have been used to fund studies by other
parts of the PTO -- studies that senior Trademark management has not been
aware of and does not support

.

Founded In 1878 as The United States Trademarit Association
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Further, as a result of the demands of the job and the
orgcmizational structure of the PTO, the PTO Conmissioner is unable to
devote sufficient time to the needs amd concerns of the Trademark
Operations. These responsibilities are delegated to the Assistant
Commissioner for Trademarks. However, as a result of the PTO's
organizational structure, the Assistant Commissioner lacks the ability
to set policy on the wide range of issues (e.g., personnel, leJDor-

management, automation, legislation) that impact directly on the
Trademark Operations.

There is no doubt that trademark applicants euid owners have been
ill-served by the combined structure. The current state of the Trademark
Operations is deplorable. Trademark applications auid other documents
take too long to examine and process amd are frequently lost or
misplaced. This is unacceptaQjle. Trademark management lacks the ability
to run the Operations as it deems best. Short of a major catastrophe,
the concerns of the trademark community rarely get to the Commissioner's
desk, euid then are considered only as they relate to the Patent
Operations.

The copyright community CeUi turn to the Register of Copyrights to
address its problems and concerns, and the patent community cam turn to
the Commissioner. Who cam the trademark community turn to? The truthful
amswer is no one.

Question 2. Under your suggestion that a separate government
corporation exist for Trademarks, would both the patent amd trademark
corporations have their own administrative support staff to handle
functions such as accounting, human resources, data processing, and so
forth? If so, how much do you think this would add to the cost of

operating compared to current shared administrative support?

Response to Question 2. Under INTA's proposal, the separate patent
amd trademark corporations each would have its own administrative support
staff. Worst-case scenarios prepared by the PTO's Budget Office have
placed the additional cost at approximately $9 million. Several points,
however, need to be made.

First, some of the additional costs would be one-time expenditures,
such as the purchase of a dedicated mainframe computer. Second, although
there would be some additional costs, there also would be offsetting cost
reductions and efficiencies. For example, as discussed ahove, creation
of a separate Trademark Operations would put an end to the practice of
spending trademark fees on projects of little or no interest or
consequence to trademark management

.

As noted in our prepared remarks, based on am economic analysis
commissioned by INTA, a separate Trademark Office would generate a net
surplus of $9.5 million, even assuming additional administrative costs.
Thus, a separate amd independent Trademark Office would not require fee
increases. Moreover, a separate Trademark Office would result in a much
more efficient amd cost-effective trademark operation, thereby providing
significamt benefits to trademark owners particularly amd to commerce
generally.
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Question 3. What are the current safeguards protecting the
trademark part of the PTO from being overshadowed by the patent part?
Are there currently separate operating budgets with separate review
processes and procedures?

Response to Question 3 . There are no safeguards protecting the
trademark part of the PTO from being overshadowed by the patent part.
That's the point. The PTQ's Patent Operations is ten times the size of
the Trademark Operations. That being the case, the current combined PTO
guareuitees that the Trademark Operations will always be overshadowed by
the Patent Operations. This operational inevitcibility results in a less
efficient and cost-effective Trademark Operations, to the disadvsuitage
of U.S. trademark owners and the public at large.

There currently are separate operating budgets with separate review
processes euid procedures within the PTO. But that is not the issue. The
point is not that the Trademark Operations lacks the funds to perform its
responsibilities in a timely and effective manner, but, rather, that
trademark management is unable to control cuid direct the use of trademark
fees in the most suiteible ways emd cannot effectively prioritize
expenditures. The creation of a separate Trademark Office, however,
would encible trademark management to allocate available funds in the best
way possible, and to be directly accountable for doing so.

INTA trusts you will find these responses helpful as the
Subcommittee proceeds to mark-up the above-noted bills.

Please contact the xindersigned at (202) 414-4076 should you or
members of your staff wish to discuss this matter further.

J^'^^v*^^^

i^ffrey M. Samuels
svemment Relations Manager

JMS : ndmb

cc: Mitch Glazier, Assistsmt Counsel
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March 14, 1996

tanagaWgi-som

The Honorable Cartes J. Moorhead
Committee on the Judiciary

Sulxxsmmittee on Courts and Irrteliectual Property

United States IHouse of Representatives

c/o Tom Mooney
B351A Raybum House Office Building

Washington, DC 20515

Re: HR 1659
The Patent and Trademark Office Corporation Act of 1995

Dear Mr. Chairman:

I appreciate the opportunity to submit this letter on behalf of The
Intemational Intellectual Property Association ('IIPA'), the United States

Group of AlPPI (Association Intemationaie pour la Protection de la

Propriete Intjustrielle) to present the position of IIPA on HR 1659, the

Patent and Trademark Office Corporation Act of 1995.

IIPA is a United States Group that is deeply involved in, and closely

follows, diplomatic activities in the intellectual property field, Including

Patent HanTionization, the Madrid Protocol, QATT and NAFTA. IIPA

works within the framework of its international parent organization tn

advance the interests of U.S. nationals in the international intellectual

property field. The organization is also dedicated to taking an active role

in the formulation of U.S. laws and policies relating to all aspects of

intellectual property.

IIPA joins with the American Intellectual Property Law Association, the

American Bar Association tnteilec:tual Property Section and the vast

majority of the lawyers in private and corporate practice, in government
services, and in the academic community, to embrace the ti'ansformation

of the Patent and Trademark Office into a government corporation, with

sufficient independence to insulate it from micro-management of any
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Cabinet level deF>artment in which it were to reside, currently the

Department of Commerce. We share the view that the PTO could

function more effectively and provide its users with higher quality arxl

more responsive products and services were it to become a government
corporation.

We understand ttie provisions of HR 1659 to result in the PTO being

headed by a Chief Executive Officer, who vrauld be appointed by the

President arxj confirmed by the Senate, and advised by an IB-member
Management Advisory Board. In the view of IIPA, HR 1659 is the ideal

legislation by which to convert the PTO into a free-standing govemment
corporation.

We also understand tfiere to be some who have encouraqed your

Sutxx>mmittee to expand HR 1659 to include the Copyrig. it Office. While

such a broader based proposal may be ultimately desirable, the llPA has
no position on that expansion at this time. However, tfie present

legislative progress of HR 1659 as currently proposed, would likely be
delayed were it so amended, such tiiat HR 1659 would not become law

during tfie 104th Congress. For that reason alone, the llPA would
encourage tiie Subcommittee to act favorably upon HR 1659 as presently

drafted, without expanding its provisions to include the Copyright Office.

On behalf of UPA, we appreciate the opportunity to submit thte letter in

support of HR 1659.

Kindest personal regards,

TFS:inka Prkident
cc: Senator Hatch

Senator Feinstein

'Thomas F. Smbgai, Jr.

O
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